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Interpretative Release—views of the 
Division of Corporation Finance re- 
garding obligation of certain institu- 
tional investors to file a short form 
acquisition statement within ten days 
after the end of the first month in 
which their beneficial ownership of a 
class of certain equity securities ex- 
ceeds ten percent 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14826/June 2, 1978 


Orders have been issued granting the applications 
submitted by the Philadelphia Stock Exchange, Inc., to 
strike the specified securities of the following 
companies from listing and registration: Tasty Baking 
Company—Class A Common Stock ($.50 par value) 
and Universal Marion Corporation—Common Stock 
($.01 par value). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14827/June 5, 1978 


An order has been issued granting the application 
submitted by the American Stock Exchange, Inc., to 
strike from listing and registration the common stock 
(par value $.01) of Tolchin Instruments, Inc. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14828/June 5, 1978 


in the Matter of 


CHICAGO BOARD OPTIONS EXCHANGE, 
INCORPORATED 

LaSalle at Jackson 

Chicago, Illinois 


(SR-CBOE-78-9 & 10) 


ORDER EXTENDING COMMENT PERIOD ON 
PROPOSED RULE CHANGES 


On April 4, 1978, the Chicago Board Options 
Exchange, Incorporated, filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78(s)(b)(1) (the “Act”) and Rule 
19b-4 thereunder, copies of two proposed rule changes 
which, together, would implement a system for the 
appointment of board brokers pursuant to a 
competitive bidding procedure. 


Notice of the proposed rule changes together with the 
terms of substance of the proposed rule changes was 
given by publication of Commission Releases 
(Securities Exchange Act Release Nos. 34-14688 and 
14687, April 20, 1978) and by publication in the Federal 
Register 43 FR 18373-74, April 28, 1978). The original 
period for the submission by interested persons of 
written data, views and arguments concerning the 
submissions extended until May 19, 1978, and that 
period was further extended by order of the 
Commission until May 31, 1978, (Securities Exchange 
Act Release No. 14807 (May 26, 1978)). Pursuant to the 
request of the Board Brokers Association of the CBOE, 
the Commission hereby extends the period for the 
submission of written data, views and arguments 
concerning the foregoing proposals until June 8, 1978. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14829/June 5, 1978 


Administrative Proceeding File No. 3-5333 
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in the Matter of 
I*SECURITIES, INC., et al 
(8-18442) 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these broker-dealer proceedings under Sections 
15(b) and 19(h) of the Securities Exchange Act of 1934 
(“Exchange Act”), ! Respondents I*Securities, Inc. 
(“I*Securities”), Investment Resources of Texas, Inc. 
(“Investment Resources”) and William R. Barrow 
(“Barrow”) have submitted Offers of Settlement, 
without admitting or denying the substantive 
allegations contained in the Order for Public 
Proceedings, which the Commission has determined 
to accept. 


On the basis of the Order for Public Proceedings and 
the Offers of Settlement it is found that: 


1. On May 25, 1977, an Order of Permanent Injunction 
was entered by consent against !*Securities, Inc., in 
the Federal District Court for the Southern District of 
Texas enjoining it from further violations of Sections 
5(a) and 5(c) of the Securities Act of 1933. 


2. On July 14, 1977, an Order of Permanent Injunction 
was entered by consent against William R. Barrow in 
the Federal District Court for the Southern District of 
Texas enjoining him from further violations of Sections 
5(a) and 5(c) of the Securities Act of 1933. 


3. During the period from on or about November 1976 
through February 28, 1977 |I*Securities, Inc., wilfully 
violated and Barrow wilfully aided and abetted in 
violations of Section 15(c)(3) of the Exchange Act and 
Rule 15c3-1 thereunder in that the |*Securities, Inc., 
made use of the mails and means and instrumentalities 
of interstate commerce to effect transactions in and to 
induce and attempt to induce the purchase and sale of 
securities (other than an exempted security or 
commercial paper, bankers’ acceptances or com- 
mercial bills) when I*Securities, Inc., did not have and 
did not maintain net capital of not less than $5,000. 


4. During the period from December 24, 1975, to the 
present, I*Securities, Inc., wilfully violated and Barrow 
wilfully aided and abetted in violations of Section 17(a) 
of the Exchange Act and Rule 17a-3 thereunder in that 
Registrant failed to accurately make and keep current 
certain o. its books and records, including, but not by 
way of limitation: 





1 In the Matter of \*Securities, Inc., et al, Adm. Proc. 
File No. 3-5333, instituted on October 20, 1977. 





a. Journals reflecting monies borrowed or 
loaned 


b. Cash receipts or 
journals 


disbursements 


c. A record of the computation of 
aggregate indebtedness and net capital as 
of the trial balance date in accordance with 
net capital rules, and 


d. Atrial balance made up of the balances 
of each general ledger account as of the end 
of each month. 


5. I*Securities, Inc., wilfully violated and Barrow 
wilfully aided and abetted in violations of Section 17(a) 
of the Exchange Act and Rule 17a-10 thereunder in that 
Registrant failed to file a report of revenues and 
expenses for the years ended December 31, 1975 and 
December 31, 1976. 


6. I*Securities, Inc., wilfully violated and Barrow 
wilfully aided and abetted in violations of Section 17(a) 
of the Exchange Act and Rule 17a-11 thereunder in that 
I*Securities, Inc. has continuously not been in 
compliance with Rule 17 CFR 240.15c3-1 and failed to 
give telegraphic notice as required by Rule 17a-11 of its 
non-compliance and has further failed to make 
subsequent required filings of supplemental current 
financial and operational reports as required by Rule 
17a-11. 


7. During the period from approximately September 
5, 1974, to May 25, 1977, Investment Resources of 
Texas, Inc., wilfully violated and wilfully aided and 
abetted violations of Sections 5(a) and 5(c) of the 
Securities Act of 1933 in it they offered to sell, sold and 
delivered after sale limited partnership interests in TRD 
Ltd., I*Carb Partnership, I*Screen Partnership, 
I*Center Ltd. Il and I*Med Partnership when no 
registration statement was in effect as to said 
securities pursuant to the Securities Act of 1933. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the Offer of 
Settlement. 


Accordingly, IT IS ORDERED that, effective as of the 
date of entry of this Order: 

1) The registration of I*Securities, Inc., be and 
hereby is revoked; 


2) Investment Resources of Texas, Inc., withdraw and 
be permitted by the Commission to withdraw its 
broker-dealer registration upon the acceptance of this 
Offer; 


3) William R. Barrow be and hereby is barred from 


association with any broker or dealer, provided, 


however, that after six (6) months he may apply to the 
Commission to become re-associated as a supervised 
employee in a non-supervisory capacity upon a 
showing that he will be properly supervised. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14830/June 5, 1978 


Reporting by Certain Institutional Investors of 
Beneficial Ownership of Certain Equity Securities 
Which as of the End of Any Month Exceeds Ten 
Percent of the Class 


AGENCY: Securities and Exchange Commission 
ACTION: Publication of staff interpretation 


SUMMARY: The Securities and Exchange Commis- 
sion today authorized the issuance of a release 
reflecting the views of the Division of Corporation 
Finance regarding the obligation of certain 
institutional investors to file a short form acquisition 
statement within ten days after the end of the first 
month in which their beneficial ownership of a class of 
certain equity securities exceeds ten percent. The 
Division of Corporation Finance has expressed its view 
that a person who is the beneficial owner of more than 
ten percent of a class of an equity security is required 
to file a short form acquisition statement pursuant to 
the ten percent filing provision only if: (1) such person 
makes an acquisition of securities of the subject class 
on or after May 30, 1978, and such acquisition is not 
otherwise exempted from the reporting requirements 
under Section 13(d); or (2) such person makes a 
disposition of more than five percent of the securities 
of the subject class, the acquisition of which has 
previously given rise to a reporting obligation under the 
past or current rules under Regulation 13D. 


FOR FURTHER INFORMATION CONTACT: John 
Granda, Office of Disclosure Policy and Proceedings, 
Division of Corporation Finance, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549, 202/755-1750. 
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SUPPLEMENTARY INFORMATION: Section 13(d)(1) 
of the Securities Exchange Act of 1934 [“Exchange 
Act”) [15 U.S.C. 78a et seq., as amended by Pub. L. 
No. 94-29 (June 4, 1975) and Pub. L. 95-213 (December 
19, 1977)] requires generally that any person who 
acquires beneficial ownership of more than five percent 
of aclass of an equity security specified therein must 
file a statement within ten days after such acquisition. 
Section 13(d)(5) of the Exchange Act authorizes the 
Commission to require the filing of an abbreviated 
version of the statement required by Section 13(d)(1) if 
the acquisition of beneficial ownership was made in 
the ordinary course of business and not for the purpose 
nor with the effect of changing or influencing control of 
the issuer. 


On April 21, 1978, the Commission announced, inter 
alia, the adoption of final rules, effective May 30, 1978, 
implementing the exemptive authority provided by 
Section 13(d)(5).1 In this regard, Rule 13d-1(b)(1) [17 
CFR 240.13d-1(b)(1)] provides that specified institu- 
tional investors who acquire beneficial ownership of 
more than five percent of a class of securities, in the 
ordinary course of their business and not with the 
purpose nor with the effect of changing or influencing 
control of the issuer, may file a short form acquisition 
statement on Schedule 13G within forty-five days after 
the end of the calendar year. In an effort to reduce the 
cost of compliance, the Rule provides that a Schedule 
13G need nct be filed unless beneficial ownership as of 
the last day of the calendar year exceeds five percent. A 
supplement to the annual filing requirement was added 
by Rule 13d-1(b)(2) in order to provide more timely 
information in those instances where beneficial 
ownership exceeds ten percent. Thus, Rule 13d-1(b)(2) 
imposes a further reporting obligation on persons 
otherwise eligible to use Schedule 13G, but who 
beneficially own more than ten percent of the specified 
class of securities as of the last day of a month. This 
provision requires a filing on Schedule 13G within ten 
days after the end of the first month in which such 
person’s direct or indirect beneficial ownership 
exceeds ten percent of the class, computed as of the 
last day of the month, and thereafter within ten days 
after the end of any month in which such person’s 
beneficial ownership of securities of the class, 
computed as of the last day of the month, increases or 
decreases by more than five percent. 


In addition to the letter which is the subject of this 
release, a considerable number of oral inquiries have 
been made to the Division as to whether a person who 
is eligible to file Schedule 13G and who owns, as of 
May 31, 1978, more than ten percent of a class of a 





1 Exchange Act Release No. 14692 (April 21, 1978) (43 
FR 18484). 
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security would be required to file a Schedule 13G by 
June 10, 1978, pursuant to Rule 13d-1(b)(2), solely as a 
result of the Rule becoming effective on May 30, 1978/ 


For a filing obligation under Rule 13d-1(b)(2) to arise 
the Division believes that there must be either: (1) an 
‘acquisition of securities of the subject class on or after 
May 30, 1978, which acquisition is not otherwise 
exempted from the reporting requirements of Section 
13(d); :2 or (2) a disposition of more than five percent of 
the securities of the subject class, the acquisition of 
which has previously given rise to a_ reporting 
obligation under the past or current rules under 
Regulation 13D. This view is based on the fact that 
Sections 13(d)(1) and 13(d)(5) are directed to the 
acquisition of beneficial ownership and not to the 
status of being a beneficial owner. This is one of the 
reasons Congress felt it necessary to add Section 13(g) 
to the Exchange Act. Prior to the adoption of Section 
13(g) the Commission was not authorized to require 
the filing of acquisition statements from persons 
owning beneficially more than five percent of a class of 
securities when such ownership was acquired prior to 
December 22, 1970, the effective date of the five 
percent reporting threshold, or was otherwise 
exempted from Section 13(d). Since the key concept 
under Section 13(g) is beneficial ownership and not the 
“acquisition” of such ownership, the Commission 
may, upon implementation of Section 13(g), require 
the filing of a Schedule 13G without regard to when = 
securities were acquired. 


It should be noted that the position expressed by the 
Division assumes that persons who had prior filing 
obligations under Section 13(d) complied therewith. 
Accordingly, the determination of the obligation to file 
an acquisition statement under the past or current 
rules under Regulation 13D, other than under Rule 
13d-1(b)(2), and the liability for not satisfying any such 
obligation is not addressed herein. In cases of doubt as 
to the existence of a filing obligation under Rule 
13d-1(b)(2) persons are encouraged to resolve such 
doubts in favor of filing a Schedule 13G. 


In order to publicly announce the Division’s position in 
this matter, the Commission authorized the Division to 
issue the following letter:3 





2 For example, an acquisition which is within the two 
percent exemption of Section 13(d)(6)(B) would be 
“otherwise exempted” within the meaning of this 
statement. 


3 The text of the letter has been edited to delete 
identifying data and other information not germane to 
the publication of the Division’s position. 





Dear Sir: 


‘am responding to your letter of May 23, 1978, as 
Jupplemented by telephone conversations with the 
staff. Your letter concerns the applicability of Rule 
13d-1(b)(2) under the Securities Exchange Act of 1934 
(“Exchange Act”) which requires persons relying on 
Rule 13d-1(b)(1) to use Schedule 13G, to file such 
Schedule within 10 days after the end of the first month 
in which their direct or indirect beneficial ownership 
exceeds ten percent of a class of equity security 
specified in Rule 13d-1(c). This obligation is, of 
course, in addition to the requirement imposed by Rule 
13d-1(b)(1) that a Schedule 13G be filed within 
forty-five days after the end of any fiscal year in which 
an acquisition has occurred which results in a person 
becoming the beneficial owner of more than five 
percent of a class of a security. These rules are part of 
Regulation 13D which became effective on May 30, 
1978. 


Your inquiry essentially relates to whether persons 
who do not acquire any additional securities 
subsequent to the effective date of Rule 13d-1(b)(2) will 
be required to file a Schedule 13G by June 10, 1978, 
merely because their beneficial ownership exceeds ten 
percent as of May 31, 1978. In this regard, you point 
out that the rules under Section 13(d) of the Exchange 
Act are triggered by an “acquisition” of beneficial 
ownership rather than by the status of being a 
beneficial owner. 


The Commission has authorized the Division to inform 
you that a person who on May 31, 1978, is the 
beneficial owner of more than ten percent of a class of 
a security prescribed in Rule 13d-1(c) will be required 
to file a Schedule 13G pursuant to Rule 13d-1(b)(2) only 
if: (1) such person makes an acquisition of any 
securities of the subject class on or after May 30, 1978, 
and such acquisition is not otherwise exempted from 
the reporting requirements under Section 13(d); or (2) 
such person makes a disposition, on or after May 30, 
1978, of more than five percent of the outstanding 
securities of the subject class, the acquisition of which 
was required to have been disclosed in a statement on 
Schedule 13D as in effect prior to May 30, 1978. It 
should be understood, however, that this position 
assumes that persons who had prior filing obligations 
under Section 13(d) complied therewith and that the 
position taken herein shall not be construed as 
sanctioning the continued deferral of such compliance. 
Accordingly, the determination of the obligation to file 
an acquisition statement under the past or current 
requirements of Regulation 13D, other than under Rule 
13d-1(b)(2), and the liability for not satisfying any such 
obligation, is not addressed herein. 


_ Sincerely, 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14831/June 6, 1978 


Administrative Proceeding File No. 3-5148 
In the Matter of 


PATRICK B. McGINNIS 
10510 N. E. Fargo 
Portland, Oregon 


NOTICE THAT INITIAL DECISION HAS BECOME 
FINAL 


The administrative law judge found that Patrick B. 
McGinnis solicited a purchase of securities at a time 
when trading in those securities had been suspended 
by the Commission. Because the solicitation occurred 
during the second consecutive ten-day trading 
suspension imposed by the Commission, the law 
judge imposed a sanction on McGinnis that was 
conditioned on the Supreme Court’s affirmance of the 
Commission’s practice of imposing consecutive 
trading suspensions. The law judge provided for 
dismissal of the proceedings against McGinnis in the 
event the Court invalidated the Commission’s practice, 
which the Court in fact did in S.E.C. v. Sloan, S. Ct. 
No. 76-1607 (May 15, 1978). 


The time for filing a petition for review of the initial 
decision has expired. The only such petition filed with 
respect to McGinnis was a petition by McGinnis 
himself to preserve his rights in the event the Supreme 
Court upheld the Commission. The Commission has 
not chosen to review the initial decision on its own 
initiative. 


Accordingly, notice is hereby given, pursuant to Rule 
17(f) of the Commission’s Rules of Practice, that the 
initial decision of the administrative law judge has 
become the final decision of the Commission. The 
order contained in that decision dismissing these 
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proceedings with respect to Patrick B. McGinnis is 
hereby declared effective. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14832/June 6, 1978 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY THE BOSTON STOCK EXCHANGE, INC. 


(File No. SR-BSE-78-4) 


The Boston Stock Exchange, Inc., submitted on May 
30, 1978, proposed rule changes, pursuant to Rule 
19b-4 under the Securities Exchange Act of 1934, 
which amend in part File No. SR-BSE-77-4 which was 
designed to conform certain of the Boston Stock 
Exchange rules to sections of the Securities Acts 
Amendments of 1975 relating to the comparison, 
clearance and settlement of exchange transactions. 
Notice of File No. SR-BSE-77-4 appeared in Securities 
Exchange Act Release No. 14295 (December 21, 
1977) and the text of the rule changes was published 
in the Federal Register (42 Fed. Reg. 65337, Decem- 
ber 30, 1977). 


Publication of the submission is expected to be made 
in the Federal Register during the week of June 12, 
1978. In order to assist the Commission to determine 
whether to approve the proposed rule changes or 
institute proceedings to determine whether the 
proposed rule changes should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within twenty-one days from the date of publication in 
the Federal Register. Persons desiring to make written 
comments should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-BSE-77-4. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule changes which are filed with the 


Commission, and of all written communications 
relating to the proposed rule changes between the 
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Commission and any person, other than those which 
may be withheld from the public in accordance with the. 
provisions of 5 U.S.C. §552, will be available f 
inspection and copying at the Commission’s Public. 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing and of any subsequent 
amendments will also be available at the principal 
office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14833/June 8, 1978 


The Securities and Exchange Commission announced 
pursuant to Section 12(k) of the Securities Exchange 
Act of 1934 (“Exchange Act”) the single ten day 
suspension of exchange and over-the-counter trading 
for the period commencing at 10:00 a.m. (EDT) on June 
8, 1978, and terminating at midnight (EDT) on June 17, 
1978, of the securities of Pacific Far East Line, Inc. 
(“PFEL’’) a Delaware corporation with principal 
executive offices located at One Embarcadero Center, 
San Francisco, California 94111. 


On January 31, 1978, PFEL filed a petition for 
arrangement pursuant to Chapter XI of the Bankruptcy 
Act in the United States District Court for the Northern 
District of California. The Honorable Lloyd King 
scheduled a hearing for June 8, 1978, to consider 
whether a Chapter XI receiver should be appointed for 
PFEL. The company has failed to file its annual report 
on Form 10-K for the fiscal year ending December 31, 
1977. The Commission initiated the suspension of 
trading in PFEL’s securities because of the lack of 
adequate and accurate public information concerning 
(1) the company’s operations and financial condition 
and (2) the current status of the Chapter XI 
proceedings. 


The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they should 
carefully consider the foregoing information along with 
all other currently available information and any 
information subsequently issued by the company. 





» 


4 
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Furthermore, brokers and dealers should be alert to the 


fact that, pursuant to Rule 15c2-11 under the Exchange 


Act, at the termination of the trading suspension no 
‘quotation may be entered unless and until they have 
strictly complied with all of the provisions of said rule. 
If any broker or dealer has any questions as to whether 
or not he has complied with said rule, he should not 
enter any quotation but immediately contact the staff 
of the Division of Enforcement in Washington, D.C. If 
any broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until 
such time as he has familiarized himself with said rule 
and is certain that all of its provisions have been met. If 
any broker or dealer enters any quotation which is in 
violation of said rule, the Commission will consider the 
need for prompt enforcement action. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20572/June 2, 1978 


In the Matter of 


PENNSYLVANIA ELECTRIC COMPANY 
Johnstown, Pennsylvania 


(70-6156) 


ORDER APPROVING PROPOSED ISSUANCE AND 
SALE OF FIRST MORTGAGE BONDS AT :COM- 
PETITIVE BIDDING 


Pennsylvania Electric Company (“Penelec”), an electric 
utility subsidiary of General Public Utilities 
Corporation (“GPU”), a registered holding company, 
has filed an application and amendments thereto with 
this Commission pursuant to Section 6(b) of the Public 
Utility Holding Company Act of 1935 (“Act”) and Rule 
50 promulgated thereunder regarding the following 
proposed transaction. 


Penelec proposes to issue and sell, in accordance with 
the competitive bidding requirements of Rule 50, up to 


$60,000,000 principal amount of First Mortgage Bonds 
(“New Bonds”). The New Bonds are to be issued undef 
the Mortgage and Deed of Trust of Penelec to Bankers 
Trust Company, as Trustee, dated as of January 1, 
1942, as heretofore amended and supplemented and as 
to be further amended and supplemented by a 
supplemental indenture creating the New Bonds. The 
proceeds from the sale are expected to be applied to 
the payment at or before maturity of up to $60,000,000 
of Penelec’s $75,000,000 principal amount of 
short-term bank loans expected to be outstanding at 
the date of sale of the New Bonds or for construction 
purposes. Premium, if any, resulting from the sale of 
the New Bonds will be used for financing the business 
of Penelec, including the payment of the expenses of 
this financing. 


Penelec estimates the cost of its 1978 construction 
program to be approximately $110,000,000 (including 
allowance for funds used during construction) for 
additions to. property in principal categories, and 
approximate amounts, as follows: Generation, 
$76,000,000; Transmission, $6,000,000; Distribution, 
$25,000,000; and other, $3,000,000. 


The bidding procedures which Penelec will use with 
respect to the New Bonds will require (a) that the price 
specified in the bids shall be not less than 98% and not 
more than 101% of the principal amount thereof and 
(b) that the interest rate to be borne by the New Bonds 
which shall be specified in the bids shall be a multipie 
of 1/8 of 1%, and will not establish a minimum or 
maximum interest rate within which bids may be 
submitted. Prior to June 1, 1983, none of the New 
Bonds may be redeemed by Penelec at its option if the 
funds for such redemption are obtained by Penelec 
directly or indirectly from or in anticipation of 
borrowings by or for the account of Penelec at an 
interest cost (calculated after adjustment, in 
accordance with generally accepted financial practice, 
for any premium received or discount granted) less 
than the annual yield to maturity, calculated to the 
nearest 1/100 of 1%, of the New Bonds based on the 
interest rate and initial price thereof to the public, 
except under certain circumstances, in connection 
with any merger or consolidation to which Penelec may 
be a party. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$170,000, including $44,000 in legal fees and $15,500 in 
accountant fees. The fee of counsel for the prospective 
underwriters is estimated at $28,000. 


The Pennsylvania Public Utility Commission has 
approved the issuance and sale of the New Bonds. No 
other state commission and no federal commission, 
other than this Commission, has jurisdiction with 
respect to the proposed transaction. 
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Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20529), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that the application, as amended, be granted: 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application, 
as amended, be, and it hereby is, granted effective 
forthwith, subject to the terms and conditions 
prescribed in Rules 24 and 50 promulgated under the 
Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20573/June 2, 1978 


In the Matter of 


NEW ENGLAND POWER COMPANY 
20 Turnpike Road 
Westborough, Massachusetts 01581 


(70-6172) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
GENERAL AND REFUNDING BONDS AT COMPETI- 
TIVE BIDDING AND PLEDGE OF FIRST MORTGAGE 


BONDS TO GENERAL AND REFUNDING MORTGAGE 
TRUSTEE 


NOTICE IS HEREBY GIVEN that New England Power 
Company (“NEPCO”), an electric utility subsidiary 
company of New England Electric System, a registered 
holding company, has filed an application-declaration 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 6(a), 7, 9(a), 10 and 12 of the Act and Rules 42 
and 50 promulgated thereunder as applicable to the 
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proposed transactions. All interested persons are 
referred to the application-declaration, which is - 
summarized below, for a complete statement of th 
proposed transactions. 


NEPCO proposes to issue and sell at competitive 
bidding $50,000,000 principal amount of general and 
refunding bonds, Series B (“Series B Bonds”) under its 
General and Refunding Mortgage Indenture and Deed 
of Trust dated as of January 1, 1977, to be amended 
and supplemented by a First Supplemental Indenture 
dated as of July 1, 1978 (collectively the “G&R 
Indenture”). Bids will specify the interest rate (which 
shall be a multiple of 1/8 of 1%) and the price (which 
shall not be less than 99% nor more than 102 3/4% of 
the principal amount). It is stated that further orders 
from state commissions will be necessary if the 
winning bid’s interest rate exceeds 102% per annum. 
NEPCO will notify prospective bidders not later than 
two business days prior to the time for submission of 
bids of (i) the date on which the Series B Bonds will 
mature (which will not be later than July 1, 2008), and 
(ii) whether the Series B Bonds will be redeemabie 
during the first five years of their term, or some lesser 
portion thereof, in connection with a refunding at a 
lesser effective interest cost to NEPCO. 


The Series B Bonds will be secured by a lien on the 
assets of NEPCO. This lien will be subordinate to (i) 
the lien of the Indenture of Trust and First Mortgage 


dated as of November 15, 1936 (‘first mortgage 
indenture”), (ii) liens permitted by the G&R Indenture, 
and (iii) property excepted by the G&R Indenture. G&R 
bonds will be further secured by first mortgage bonds 
which NEPCO is obligated to issue and pledge with the 
G&R Trustee. 


In connection with issue and sale of the Series B 
Bonds, NEPCO proposes to issue up to $15,000,000 
principal amount of additional first mortgage bonds, 
Series W. The Series W bonds will be issued under the 
first mortgage indenture, will be pledged to the G&R 
Indenture Trustee and will have the same interest rate 
and maturity as the Series A Bonds. The exact principal 
amount of the Series W bonds to be issued and 
pledged cannot be determined until the time the Series 
B Bonds are issued. This is because the G&R Indenture 
requires that Series W Bonds be issued and pledged to 
the maximum amount permissible under the first 
mortgage indenture which has more restrictive 
requirements on the issuance of bonds than the G&R 
indenture. It is stated that neither the principal of nor 
the premium (if any), nor the interest on the Series W 
Bonds shall be payable unless a default shall have 
occurred under the G&R Indenture or the first mortgage 
indenture. 


The proceeds from the sale of the Series B Bonds will 
be used to reduce NEPCO’s outstanding short-term 





debt (which totaled $36,300,000 at May 19, 1978, and is 
» expected to aggregate approximately $76,000,000 at 
_ the time of the proposed issuance and sale) and the 
~ refunding on July 1, 1978, of NEPCO’s maturing Series 
B First Mortgage Bonds in the principal amount of 
$11,000,000, or to the reimbursement of its treasury 
therefor. 


It is stated that the Massachusetts Department of 
Public Utilities, the New Hampshire Public Utilities 
Commission, the Vermont Public Service Board and 
the Connecticut Public Utilities Control Authority have 
jurisdiction over the proposed transactions. No other 
state commission and no federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions. Fees and expenses to be 
incurred in connection with the proposed transactions 
are estimated at $180,000, including services provided 
at cost by New England Power Service Company of 
$61,000, printing costs of $51,000 and accountants’ 
fees of $12,000. 


NOTICE IS FURTHER GiVEN that any interested 
person may, not later than June 28, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, and reasons for such 
request, and the issues of fact or law raised by said 
application-declaration which he desires to controvert; 
or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. 
A copy of such request should be served personally or 
by mail upon the applicant-declarant at the above- 
stated address and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application-declaration, as filed or as it may be 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20574/June 2, 1978 


In the Matter of 


OHIO EDISON COMPANY 
76 South Main Street 
Akron, Ohio 44308 


(70-6173) 


NOTICE OF PROPOSED ACQUISITION OF EVI- 
DENCES OF INDEBTEDNESS FROM RESIDENTIAL 
ELECTRIC CUSTOMERS PURSUANT TO INSULATION 
PROGRAM 


NOTICE IS HEREBY GIVEN that Ohio Edison Company 
(“Ohio Edison”), an electric utility company and a 
registered holding company, has filed with this 
Commission an application pursuant to the Public 
Utility Holding Company Act of 1935 (‘‘Act’’), 
designating Sections 9(a) and 10 of the Act and Rule 40 
promulgated thereunder as applicable to the proposed 
transaction. All interested persons are referred to the 
application, which is summarized below, for a 
complete statement of the proposed transaction. 


Pursuant to a state law (“Statute”) which became 
effective November 29, 1977, electric utilities in the 
State of Ohio (except for certain small utilities) are 
required under certain circumstances to provide loans 
through November 29, 1981, to their residential home 
heating customers for the purpose of paying expenses 
connected with the insulation of residential dwellings. 
The circumstances requiring a utility to make a loan 
involve the inability of the customer to obtain financing 
from other sources. Under the Statute a utility need not 
make a loan to a person who does not satisfy specific 
credit requirements that have been predetermined by 
the utility. 


The Statute provides that a loan may not exceed $750, 
may not bear interest at a rate in excess of an actuarial 
annual percentage rate equal to 4% in excess of the 
discount rate on 90-day commercial paper in effect at 
the Federal Reserve Bank in the Fourth Federal Reserve 
District at the time the loan is executed, is to be repaid 
in equal monthly installments and is not to extend for 
more than 60 months. The Statute further provides that 
the rate of interest charged shall be adjusted at the end 
of the first year of the loan program so that the 
revenues from interest charged will equal the costs of 
administering the loan program. If interest revenues 
derived from a loan program exceed its administrative 
costs in any year, such excess must be returned 
proportionately to customers who had loans 
outstanding during that year. Any administrative costs 
in excess of interest revenues must be absorbed by the 
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utility and cannot be charged to operating costs. Any 
loan losses under the program, however, wil be treated 
as costs of rendering service for rate making purposes. 


Ohio Edison seeks authorization to acquire the 
promissory notes of its residential home heating 
customers under its program under the Statute, in an 
amount of $37,500, through July 15, 1979. Authority to 
continue its program after that date and/or authority to 
increase said amount will be sought by post-effective 
amendment. 


The fees and expenses to be incurred in connection 
with the proposed transaction through July 15, 1979, 
are estimated at $33,370, including administrative 
costs of $28,870 and legal fees of $1,500. It is stated 
that the Public Utilities Commission of Ohio has 
supervisory jurisdiction over the loan program and the 
Federal Trade Commission has jurisdiction over 
disclosures required to be made by the Truth in 
Lending Act in connection with any loans to be made 
under the loan program. No other state commission 
and no other federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 30, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or mail upon the 
applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application, as filed or as it 
may be amended, may be granted as provided in Rule 
23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) 
and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20575/June 2, 1978 


{ 


In the Matter of 


LOWELL GAS COMPANY 
95 East Merrimack Street 
Lowell, Massachusetts 01853 


CAPE COD GAS COMPANY 
P.O. Box 1360 
Hyannis, Massachusetts 02601 


(70-6170) 
NOTICE OF PROPOSED SHORT-TERM FINANCING 


NOTICE IS HEREBY GIVEN that Lowell Gas Company 
(“Lowell”) and Cape Cod Gas Company (“Cape Cod”), 
public utility subsidiaries of Colonial Gas Energy 
System (“Colonial”), a registered holding company, 
have filed a joint declaration seeking authorization to 
extend until not later than June 30, 1980, their 
respective revolving line of bank credit agreements. 
They designate Sections 6 and 7 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 50(a)(2) 
promulgated thereunder as applicable to the proposed 
transactions. All interested persons are referred to the 
declaration for a complete statement of the proposed 
transactions. 


On October 7, 1977, Colonial filed an application for 
exemption under Section 3(a)(1) of the Act. (File No. 
31-763;. Its application for exemption is pending at this 
time. Pursuant to a Stipulation in that proceeding 
dated January 26, 1978, entered into by Colonial and 
the Division of Corporate Regulation, Colonial has 
registered as a public utility holding company under 
Section 5(a) for the limited purpose of complying with 
the provisions of Sections 6, 7 and 12(b) of the Act. 


Lowell and Cape Cod each have revolving lines of credit 
pursuant to separate credit agreements (collectively, 
the “Credit Agreements”) dated January 1, 1976, as 
amended, with Chase Manhattan Bank (N.A.), Union 
National Bank, Shawmut Bank of Boston, N.A., State 
Street Bank and Trust Company, and BayBank 
Middlesex, N.A. Under the Credit Agreements, the 
maximum principal amounts of loans which may be 
outstanding at any one time shall not exceed 
$11,800,000 in the case of Lowell and $7,250,000 in the 
case of Cape Cod. They have borrowed the full amount 
authorized, which loans mature June 30, 1978. Lowell 
also owes $1,750,000 of the same maturity under a 
$3,500,000 supplement to the bank credit agreement. 
Lowell and Cape Cod propose to repay $1,750,000 and 
$250,000, respectively, on or before June 30, 1978. 





Lowell and Cape Cod propose to amend the Credit 
Agreements to extend their term to a date not later than 
June 30, 1980, and to provide for loans in the maximum 
& aggregate principal amount of $11,800,000 for Lowell 
and $7,000,000 for Cape Cod. The duration of the 
extension is still being negotiated. Applicants are also 
seeking some relaxation of the existing restrictions on 
capital expenditures and the payment of dividends. The 
maximum aggregate principal amounts of loans which 
may be outstanding at any one time from each bank to 
Lowell and Cape Cod are as follows: 


Bank 


Chase Manhattan Bank, N.A. 
Union National Bank 
Shawmut Bank of Boston, N.A. 
State Street Bank and 

Trust Company 
BayBank Middlesex, N.A. 


$ 5,144,800 


borrower. It is contemplated that the lending banks will 
release their security interests when Colonial makes 
capital contributions to Lowell and Cape Cod, which is 
expected to occur simultaneously with Colonial’s 
issuance of equity securities. 


It is stated that no state or federal commission, other 
than this Commission, has jurisdiction over the 
proposed transactions. The fees and expenses to be 
incurred in connection with the proposed transactions 
will be filed by amendment. 


$2,464,000 
1,351,000 
1,351,000 


991,200 
2,277,400 


2,183,000 
1,203,600 


868,000 
966 ,000 





$11,800,000 





$7,000,000 











The working capital requirements of Lowell and Cape 
Cod include a seasonal factor due to the financing of 
gas inventory in months when demand is low and to 
the repayment of the indebtedness during the course of 
the winter heating season as the gas is sold. The cost 
of the borrowings would be: The sum of (a) a variable 
charge of 1/4 of a percent per annum plus 1/8 of the 
Chase Manhattan Bank’s prime rate from time to time 
on the total commitment; plus (b) 1/2 of a percent per 
annum of the unborrowed funds, and (c) 3/4 of a 
percent above 112-1/2% of the Chase Manhattan 
Bank’s prime rate from time to time on short-term 
loans. Based upon an 8-1/2% prime interest rate, 
these fees are estimated to result in an effective cost of 
borrowing of approximately 11-1/2% to 13-1/2% per 
annum. No compensating balances are required. 


The notes to be issued to these banks from time to 
time to evidence such loans will each be dated as of the 
date of issue, and mature not later than one year from 
date of issue of June 30, 1980, whichever is earlier. The 
loans may be prepaid, in whole or in part, in multiples 
of $100,000, at the option of the companies, without 
premium or penalty. 


Colonial anticipates equity financing which will permit 
it to make capital contributions to Lowell and Cape 
Cod thus permitting these two companies to sell 
long-term bonds. It is contemplated that proceeds of 
such financings will be used to repay a portion of the 
proposed short-term indebtedness. The notes of each 
issuer evidencing short-term indebtedness will be 
secured by security interests in accounts receivable, 
inventory and certain related intangibles of the 





NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the filing which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
declarant at the above-stated addresses, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the declaration, as filed or as it 
may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders issued in this 
matter, including the date of the hearing (if ordered) 
any any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20576/June 5, 1978 


In the Matter of 


INDIANA & MICHIGAN POWER COMPANY 
Bridgman, Michigan 


(70-6088) 


SUPPLEMENTAL ORDER AUTHORIZING ISSUANCE 
AND SALE OF FIRST MORTGAGE BONDS TO 
INSTITUTIONAL INVESTORS PURSUANT TO A 
PRIVATE OFFERING 


Indiana & Michigan Power Company (“Power”), an 
electric generating subsidiary company of Indiana & 
Michigan Electric Company (“Electric”), an electric 
utility subsidiary company of American Electric Power 
Company, Inc., a registered holding company, has 
filed an application-declaration and amendments 
thereto with this Commission pursuant to Sections 
6(b) and 12(c) of the Public Utility Holding Company 
Act of 1935 (“Act”), and Rules 42(b)(2) and 50(a)(5) 
promulgated thereunder regarding the private 
placement of $300,000,000 of first mortgage bonds 
(“Bonds”) with institutional lenders at an interest rate 
of 912%. 


Power, a Michigan corporation, was organized on April 
20, 1971, to acquire, complete the construction of, and 
operate the Donald C. Cook Nuclear Plant (“Cook 
Plant”), a nuclear fueled steam electric generating 
station situated along the shore of Lake Michigan near 
Bridgman, Michigan. It was originally intended that 
these facilities be built and operated by Electric. By 
order issued August 23, 1971 (HCAR No. 17247), the 
Commission approved their transfer from Electric to 
Power. The Cook Plant is to consist of two 1,100,000 
kilowatt generating units, the first of which was placed 
in commercial operation on August 23, 1975, and the 
second of which is scheduled to be placed in 
commercial operation during 1978. 


Actual 
(000’s) 


To finance the purchase and to complete construction, 
Power issued and had outstanding, as of March 31, - 
1978, the following securities (actual, and pro forma, 
giving effect to the pending financing): 


See table below 


All the common stock is owned by Electric, which is 
Power’s sole customer. Power has entered into a 
Capital Funds Agreement with Electric which requires 
Electric to maintain the equity capital portion of Power 
at no less than 35% of its capitalization. They have 
also entered a Power Agreement pursuant to which 
Power makes available to Electric all of the power (and 
the energy associated therewith) available at the Cook 
Plant and Electric pays to Power amounts at least 
sufficient to enable Power to pay its operating 
expenses and expenses related to payment of its 
indebtedness and taxes, regardless of the energy 
actually supplied. 


$300,000,000 of the Bank Notes, issued under a Bank 
Loan Agreement, as amended, mature on September 
30, 1980, and bear interest at a rate equal to one-half of 
one percent plus the prime commercial loan rate of 
Manufacturers Hanover Trust Company (“Manufac- 
turers”) from time to time in effect. The remaining 
Bank Notes were issued pursuant to a further 
amendment of the Bank Loan Agreement, which 
provides that an additional $75,000,000 of Bank Notes 
may be sold. These Bank Notes mature on September 
30, 1980, and bear interest at a rate per annum equal to 
115% of the prime commercial loan rate of 
Manufacturers in effect from time to time, and as to 
which Power does not plan to maintain any 
compensating balances. 


The sale of the $75,000,000 or principal amount of first 
mortgage bonds, a 10 7/8% Series due 1984, was 
authorized by Commission order of December 4, 1975 
(HCAR No. 19282). They were sold at competitive 
bidding and are secured by a Mortgage and Deed of 


Pro forma 
% (000’s) % 





Long Term Debt 
First Mortgage Bonds 
Notes Payable to Banks 
Subordinated Notes Payable 
to Electric 


$ 68,037 
375,000 


69,000 


Total 
Common Stock Equity 


$512,037 
433,631 


Total Capitalization 


$945,668 


$368,037 
01 


69,000 


$437 ,037 
433,631 


$870,668 


1 Power proposes to apply the $300,000,000 proceeds of the bonds, together with other available 
funds, to retire all of the notes payable to banks. 
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Trust (“Mortgage”), dated December 1, 
Manufacturers, as Trustee. 


1975, to 


By order dated April 5, 1978 (HCAR No. 20485) in this 
proceeding, Power was granted an exception from the 
competitive bidding requirements of Rule 50 under the 
Act to negotiate the private placement of $300,000,000 
principal amount of bonds. Jurisdiction was reserved 
over all other aspects of the proposed transaction, 
including the issue and sale of the bonds and fees and 
expenses to be incurred in connection with the 
proposed transaction. 


Power now proposes to sell $300 million principal 
amount of the bonds, 912% Series, maturing June 1, 
2003, at principal amount, to the following institutional 
investors on three closing dates, June 7, and 
September 8, 1978, and March 1, 1979: 


Metropolitan Life Insurance 
Company 

New York Life Insurance Company 

John Hancock Mutual Life 
Insurance Company 

Aetna Life Insurance Company 

The Equitable Life Assurance 
Society 

Mutual Life Insurance Company 
of New York 

Massachusetts Mutual Life 
Insurance Company 

Bankers Life Company 


have an average life of 14 years. The bonds will also be 
redeemable at the option of Power at the redemption 
prices set forth in the First Supplemental Indenture to 
the Mortgage and Deed of Trust, except that prior to 
June 1, 1983, no optional redemption may be made 
directly or indirectly from the proceeds of borrowings 
having a cost of money of less than 912% per annum. 
The initial redemption price, as is customary, provides 
for a premium equal to the 912% interest rate and is 
reduced periodically thereafter until June 1, 2001, when 
it is redeemable without premium. 


Consideration has been given to the prices for various 
grades of utility bond issues publicly offered during 
the period of negotiations. Among these are Electric’s 
$100 million of 9%% first mortgage bonds sold 
publicly at competitive bidding on February 28, 1978, 
at a price to yield 9.45% to the purchasers and at a cost 


ist Closing 
(000’s) 


2nd Closing 
(000’s) 


3rd Closing 
(000’s) 


$100,000 
37,500 


20,000 











The bonds will be issued under a First Supplemental 
Indenture to the Mortgage and Deed of Trust, and will 
be of equal rank with the presently outstanding bonds. 
The proceeds, together with other available funds, will 
be applied to retire the outstanding term bank loans. 


The bonds will be subject to a sinking fund, 
commencing June 1, 1980, of $11,500,000 annually 
through 1991 and $13,500,000 annually thereafter until 
maturity, so that $286.5 million will be paid before 
maturity. As a result of the sinking fund, the bonds will 


to Electric of 9.54%. In view of the foregoing, and 
considering the special purpose character of Power, 
the size of the issue, and uncertainties about future 
interest rates and availability of funds, the proposed 
terms satisfy the applicable requirements of the Act. 


The Michigan Public Service Commission has 
authorized the sale of the bonds. No other State 
commission and no Federal commission, other than 
this Commission, has jurisdiction over the proposed 
transaction. 
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Fees and expenses to be incurred in connection with 
the proposed transaction, except compensation to be 
paid to Blyth Eastman Dillon & Co., Power’s agent in 
negotiating the placement of the bonds, will be 
supplied by further post-effective amendment. Blyth 
Eastman Dillon & Co.’s fee is $600,000. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that the application-declaration, as 
amended, be granted and permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said 
application-declaration as amended be, and it hereby 
is, granted and permitted to become effective 
forthwith, subject to the terms and conditions 
prescribed in Rule 24. 


IT iS FURTHER ORDERED, that jurisdiction be, and 
the same hereby is, reserved as to the additional fees 
to be incurred in connection with the offer and sale of 
such bonds. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20577/June 5, 1978 


In the Matter of 


CEDAR COAL COMPANY 
1220 Charleston National Plaza 
Charleston, West Virginia 25301 


CENTRAL APPALACHIAN COAL COMPANY 
301 Virginia Street East 
Charleston, West Virginia 25301 
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CENTRAL OHIO COAL COMPANY 
301 Cleveland Avenue, S.W. 
Canton, Ohio 44702 


SOUTHERN APPALACHIAN COAL COMPANY 
301 Virginia Street East 
Charleston, West Virginia 25301 


SOUTHERN OHIO COAL COMPANY 
Post Office Box K 
Moundsville, West Virginia 26041 


(70-6152) 


NOTICE OF PROPOSED MINING EQUIPMENT 
LEASES BY COAL MINING SUBSIDIARIES 


NOTICE IS HEREBY GIVEN that Cedar Coal Company 
(‘‘Cedar’), Central Appalachian Coal Company 
(“CACO”) and Southern Appalachian Coal Company 
(“SACO”), coal mining subsidiaries of Appalachian 
Power Company (“Appalachian”), and Central Ohio 
Coal Company (“COCO”) and Southern Ohio Coal 
Company (“SOCO”), coal mining subsidiaries of Ohio 
Power Company, which, like Appalachian, is an 
electric utility subsidiary of American Electric Power 
Company, Inc., a registered holding company, have 
filed an application and an amendment thereto with 
this Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 9 
and 10 of the Act as applicable to the proposed 
transactions. All interested persons are referred to the 
application, which is summarized below, for a 
complete statement of the proposed transactions. 


Cedar, CACO, SACO, COCO, and SOCO {collectively, 
“mining subsidiaries”) each propose to enter a 
separate master leasing agreement with BLC 
Corporation (“BLC”), a subsidiary of Bankers Leasing 
Corporation, under which BLC will commit to lease to 
the mining subsidiaries mining equipment with an 
aggregate amortized value not exceeding $25,000,000 
at any time, except that the equipment to be leased to 
CACO will be limited to an aggregate amortized value 
not exceeding $2,500,000 (“BLC Leases”). The mining 
subsidiaries, except for CACO, also each propose to 
enter into a separate master leasing agreement with 
Manufacturers Hanover Trust Company (“MHT”) under 
which MHT will commit to lease to the mining 
subsidiaries mining equipment with a total cost to 
MHT not exceeding $60,000,000 (“MHT Leases”). 


It is stated that the BLC Leases will provide for the 
rental by BLC to each lessee of various types of 
equipment for surface and underground mining of coal. 
The aggregate amortized value of the equipment (the 
net price paid by BLC, including excise, sales and uses 
taxes, installation expenses and freight charges, less 
the sum total of quarterly amortization payments by 





the lessee with respect to such equipment) to be 
leased under all of the BLC Leases may not at any time 
exceed $25,000,000. With respect to the proposed BLC 
Leases with CACO, the aggregate amortized value of 
equipment under such lease may not at any time 
exceed $2,500,000. 


It is further stated that under the BLC Leases, rent will 
be payable quarterly in arrears. Rentals will provide for 
the amortization of BLC’s acquisition cost over periods 
of 12 to 40 calendar quarters; the amortization period of 
each item to be determined by the lessee at the time 
the item is placed under lease. Each quarterly rental 
payment with respect to an item of equipment under 
lease will consist of (i) one quarter’s amortization of 
the acquisition cost of the item on a level basis over the 
lease term for that item, plus (ii) an additional rental 
factor, applied to BLC’s amortized acquisition cost of 
the item on the first day of the quarter, equal to the 
sum of the “monthly lease rates” for each month in 
such quarter, divided by three and prorated for the 
number of days in the quarter (360 day basis). Each 
“monthly lease rate” will be equal to 1.05% plus the 
higher of (x) the prime interest rate of The Chase 
Manhattan Bank N.A., or (y) the rate charge to BLC for 
dealer-issued 90-day commercial paper, as of the 
fifteenth day of the preceding month. If an item of 
equipment is placed under lease other than on the first 
day of a calendar quarter, the rental for each month or 
fraction thereof during that quarter, will consist only of 
the “monthly lease rate” for that month, applied to 
BLC’s acquisition cost of the item and prorated for the 
number of days in the month that the item was under 
lease (360 day basis). When the aggregate amortization 
of any item equals the acquisition cost of such item, 
the quarterly rent thereafter will be an amount equal to 
0.125% of the acquisition costs of the item. 


The BLC Leases will also provide that at the expiration 
of the prescribed amortization period, the lease with 
respect to each item of equipment will automatically be 
extended from quarter to quarter unless the lessee 
elects to terminate it. After one year has elapsed from 
the date that rent for an item first includes 
amortization, the lessee may terminate the tease of 
that item if it has become obsolete or no longer useful 
in the lessee’s business by selling the item to a third 
party and paying BLC the amortized value of the item 
plus the accrued unpaid additional rental factor. If, 
during the term of the BLC Lease, the coal supply 
agreement between the lessee and its immediate 
parent is terminated for any reason or modified in any 
way that BLC considers will materially and adversely 
affect the ability of the lessee to perform its 
obligations under the BLC Lease, BLC will have the 
right to immediately terminate the BLC Lease; in which 
case the lessee whall be required to pay BLC the 
amortized value of all equipment then under lease and 


effect a sale of the equipment. The BLC Leases permit. 


equipment under lease to be used by third parties. 
Investment tax credits will be for the account of the 
lessee. The BLC Leases are net leases with all 
expenses directly related to the transaction borne by 
the lessee. BLC will be indemnified by the lessees 
against all liabilities and risks of loss. 


It is stated that the MHT Leases will provide for the 
rental to each lessee of various types of equipment for 
surface and underground mining of coal for terms of 3, 
5, 7, or 10 years. The total cost to MHT (the total price 
paid by MHT, including all freight charges, taxes and 
installation costs) of all equipment to be leased under 
the MHT Leases shall not exceed $60,000,000 in the 
aggregate; and of that amount the total cost to MHT of 
equipment leased for 10-year term shall not exceed 
$2,000,000 in the aggregate. Rent will be payable 
quarterly in arrears. Quarterly rental payments per 
$1,000 of cost to MHT will be approximately $95.87 for 
a 3-year term, $62.49 for a 5-year term, $48.37 for a 
7-year term and $38.01 for a 10-year term. All of such 
rates produce an effective lease cost to the lessee of 
8.90% per annum. 


It is further stated that the MHT Leases do not contain 
any option to renew after the expiration of the original 
lease term. Upon 90 days’ notice to MHT, the lessee 
may terminate its MHT Lease as to all of the 
equipment, or as to any item of equipment with a cost 
in excess of $5,000 which has been under lease for at 
lease one year, by purchasing the item from MHT at a 
price equal to 100.5% of its unamortized cost to MHT 
(the termination value), plus all accured unpaid rent on 
such item and taxes and charges on the sale. In lieu of 
paying the termination value of an item of equipment, 
the lessee may instead convey to MHT an item of 
equipment of the same type and of equivalent value 
and condition to be leased for the remaining balance of 
the lease term. In the event that the coal cupply 
agreement between the lessee and its immediate 
parent should cease to be in force or be rescinded or 
terminated, the MHT Lease will automatically 
terminate and the lessee will be obligated to purchase 
all of the equipment under the lease from MHT on the 
next quarterly payment date, for the unamortized cost 
to MHT of such equipment, plus all accrued unpaid 
rent and taxes and charges on the sale. The lessee may 
not, without the prior written consent of MHT, assign 
the MHT Lease or any interest in it or sublease any of 
the equipment. The lessees will have the right to 
purchase any item of equipment at the end of the lease 
term for a price of $1.00 per item. Investment tax 
credits will be for the account of the lessee. The MHT 
Leases are net leases, with all expenses directly related 
to the transaction borne by the lessee. MHT will be 
indemnified by the lessees against all liabilities and 
risks of loss. Equipment must be leased within one 
year from the date of the Commission’s order granting 
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this application or by June 1, 1979, whichever is 
sooner. 


The mining subsidiaries supply coal to their respective 
parents for use at Appalachian’s and Ohio’s coal fired 
generating stations. It is stated that the mining 
equipment to be obtained under the BLC and MHT 
Leases will contribute to maintaining and improving 
the efficiency and capacity of Appalachian’s and Ohio’s 
fuel supply operations. The coal mined by the mining 
subsidiaries is of a quality which permits it to be 
burned in conformance with environmental standards 
applicable to the consuming power plants, except for 
coal produced by COCO, which will require blending 
with coal of lower sulfur content to meet environmental 
standards which become effective on October 19, 1979. 


The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at 
$8,000. Additionally, MHT will charge the mining 
subsidiaries a fee of 1/2 of 1% of the average daily 
unused amount of its $60,000,000 commitment, 
commencing on the earlier of May 22, 1978, or the date 
of the order of this Commission. BLC will not charge a 
commitment fee, but will charge closing costs equal to 
.05% of the cost of each equipment item leased, 
payable quarterly in arrears. It is stated that no state 
commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed 
transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 30, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application, 
as amended, which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the applicants at the above-stated addresses, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the request. 
At any time after said date, the application, as 
amended or as it may be further amended, may be 
granted as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20578/June 5, 1978 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


CNG COAL COMPANY 

CNG DEVELOPMENT COMPANY LTD. 

CNG PRODUCING COMPANY 

CNG RESEARCH COMPANY 

CONSOLIDATED GAS SUPPLY CORPORATION 


CONSOLIDATED NATURAL 
COMPANY, INC. 


GAS SERVICE 


CONSOLIDATED SYSTEM LNG COMPANY 

THE EAST OHIO GAS COMPANY 

THE PEOPLES NATURAL GAS COMPANY 

THE RIVER GAS COMPANY 

WEST OHIO GAS COMPANY 

(70-6153) 

ORDER AUTHORIZING INTRASYSTEM FINANCING, 
ISSUANCE AND SALE OF SHORT-TERM NOTES TO 
BANKS AND COMMERCIAL PAPER BY HOLDING 
COMPANY, AND EXEMPTION FROM COMPETITIVE 


BIDDING, AND RESERVING JURISDICTION OVER 
CERTAIN TRANSACTIONS 


Consolidated Natural Gas Company (“Consolidated”), 
a registered holding company, and certain of its 
subsidiary companies, CNG Coal Company (“Coal 
Company”), CNG Development Company Ltd., CNG 
Producing Company (“Producing Company”), CNG 
Research Company ("Research Company”), Consoli- 
dated Gas Supply Corporation (“Gas Supply’’), 





Consolidated Natural Gas Service Company, Inc., 
Consolidated System LNG Company (“LNG Com- 
pany”), The East Ohio Gas Company (“East Ohio”), 
The Peoples Natural Gas Company (‘Peoples’), The 
River Gas Company (‘River’), and West Ohio Gas 
Company (“West Ohio”) have filed an application- 
declaration and an amendment thereto with this 
Commission pursuant to Sections 6(a), 6(b), 7, 9(a), 
10, and 12(b) of the Public Utility Holding GComoany 
Act of 1935 (“Act”) and Rules 45 and 50(a)(5) 
promulgated thereunder regarding the following 
proposed transactions. 


Consolidated proposes, from time to time during 1978, 
to make loans aggregating up to $30,000,000 to three 
subsidiary companies in the amounts set forth in the 
table below, for the purpose of partially financing their 
1978 capital expenditures. Capital expenditures for all 
of Consolidated’s subsidiaries are estimated at 
$196,300,000 in 1978. Approximately $140,300,000 
thereof is intended for developing additional gas 
supply sources. The loans will be evidenced by 
nonnegotiable, long-term notes proposed to be issued 
by the respective subsidiary companies and proposed 
to be acquired by Consolidated. The notes will bear 
interest at the rate of 8.25% per annum, which rate is 
predicated on and substantially equal to the effective 
cost of money to Consolidated through the issuance 
and sale by Consolidated of its 8-1/8% Debentures due 
June 1, 1997, issued in 1977. The notes will be payable 
from 1983 through 1998 in approximately equal annual 
principal amounts. 


Consolidated also proposes to issue and sell up to 
$100,000,000 of short-term notes to a group of banks 
during 1978. Such notes will bear interest at the prime 
commercial rate in effect from time to time at The 
Chase Manhattan Bank, N.A. (“Chase Manhattan”). 
Prepayments may be made in whole or in part, from 
time to time, upon five days’ notice without penalty or 


Subsidiary 


Company Long-Term Notes 








Producing Company $27 ,000,000 
Gas Supply — 
LMG Company oo 
East Ohio — 
Peoples _ 
River 500,000 
West Ohio 2,500,000 
Coal Company — 
Research Company = 
Service Company — 


$30,000,000 











premium. There will be no closing or related charges or 
commitment fee, and the notes will mature not more 
than twelve months from the date of the first 
borrowing. No compensating balance requirements 
will be imposed. The average of deposits regularly 
maintained by the Consolidated companies in the 
participating banks for normal operating purposes 
amounted to approximately $25,400,000 for 1977. It is 
stated that based on a requirement of 10% of the 
proposed credit line and 10% of average borrowings 
thereunder, the average compensating balances would 


have amounted to approximately $15,600,000 for the 
year 1977. 


Consolidated proposes to use the proceeds from said 
bank borrowings to make open account advances to its 
subsidiary companies aggregating up to $100,000,000 
for gas storage inventories, payable as gas is 
withdrawn and sold during the 1978-79 heating season. 
The advances to subsidiary companies will bear 
interest at the same rate as the related bank borrowings 
by Consolidated and will be made in amounts as set 
forth in the table below. Also shown in the following 
table are $40,000,000 of open account advances which 
Consolidated proposes to make from time to time up to 
May 31, 1979, to subsidiary companies for working 
capital requirements from part of the proceeds of 
Consolidated’s proposed issuance and sale (described 
hereinafter) of up to $50,000,000 of commercial paper 
and/or notes to a bank. These advances will be repaid 
not more than one year from the daie of the first 
advance to each subsidiary with interest at 
substantially the same effective rate as incurred by 
Consolidated on the related commercial paper sale 
and/or notes to a bank. These advances will be repaid 
not more than one year from the date of the first 
advance to each subsidiary with interest at 
substantially the same effective rate as incurred by 
Consolidated on the related commercial paper sale 
and/or bank borrowings. 


Advances for 
Seasonal Increase 
in Gas Storage 
Inventories 


Advances for 
Working 
Capital 
Requirements 








$ 


~ $ 4,000,000 
70,000,000 


20,500,000 
a 10,000,000 
15,000,000 


4,600,000 
500,000 
400,000 


$40,000,000 
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Consolidated further proposes to acquire, and the 
subsidiary ocmpanies set forth below propose to issue 
and sell to Consolidated from time to time during 1978, 
capital stock up to the following amounts at the par 
value thereof: 


Number of Shares 


will be reoffered to not more than 200 identified and 
designated customers on a list (nonpublic) prepared in 


advance by the dealer and furnished to theg 
Commission. It is anticipated that the commercial. 


paper will be held by customers to maturity; however, 


Aggregate Par Value 





Coal Company 
Producing Company 
Research Company 
Gas Supply 

River 


Total 


The proceeds derived from the proposed sale of stock 
will be used to finance, in part, the subsidiaries’ 1978 
capital expenditures. The purchase of said capital 
stock by Consolidated will be made principally with 
funds from internal cash generation, and from the sale 
of common stock pursuant to its stockholder and 
employee stock plans. The authorized capital stock of 
River is not sufficient to cover the additional shares it 
proposes to issue. Therefore, in order to accommodate 
the proposed transaction and to provide for future 
issues, River proposes to amend its certificate of 
incorporation and increase the number of its 
authorized shares from 24,000 to 35,000. 


As indicated above, Consolidated proposes to issue 
and sell commercial paper, in the form of short-term 
promissory notes payable to bearer, in the aggregate 
face amount not to exceed $50,000,000 outstanding at 
any one time to a dealer in commercial paper from time 
to time up to May 31, 1979. The commercial paper will 
have varying maturities of not more than 270 days after 
the date of issue and will be issued and sold in varying 
denominations of not less than $50,000 and not more 
than $5,000,000 directly to the dealer at a discount 
which will not be in excess of the discount rate per 
annum prevailing at the date of issuance for 
commercial ._paper of comparable quality and like 
maturities. Consolidated proposes to sell commercial 
paper only so long as the effective interest cost for 
such commercial paper does not exceed the equivalent 
cost of borrowings from a commercial bank on the date 
of sale. 


No commission or fee will be payable by Consolidated 
in connection with the issue and sale of such 
commercial paper notes. The dealer, as principal, will 
reoffer such notes at a discount not to exceed 
one-eighth of one percent per annum less than the 
prevailing discount rate to Consolidated. Such notes 
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25,000 ($100 par) 
140,000 ($100 par) 
20,000 ($100 par) 
95,000 ($100 par) 
5,000 ($100 par) 





$ 2,500,000 
14,000,000 
2,000,000 
9,500,000 
500,000 





$28,500,000. 








if any commercial paper is repurchased by the dealer 
pursuant to arepurchase agreement, such paper will be 
reoffered only to others in the group of 200 customers. 
The issuance and sale of commercial paper is to 
provide $40,000,000 for working capital advances to 
subsidiary companies, and the balance of $10,000,000 
is for working capital and contingent requirements of 
Consolidated during the year. 


Consolidated proposes to the extent that it becomes 
impracticable to issue such commercial paper, to 
borrow, repay, and reborrow from Chase Manhattan, 
from time to time up to May 31, 1979, an aggregate 
principal amount not to exceed $50,000,000 
outstanding at any one time, at the prime commercial 
rate of interest in effect on the date of each borrowing, 
upon the promissory note or notes of Consolidated 
having a maturity date not more than 90 days from the 
date of each borrowing, and with the right of 
prepayment, in whole or in part at any time or from 
time to time, without prior notice and without 
premium. The amount of commercial paper notes and 
said notes, if any, payable to Chase Manhattan will not 
collectively exceed $50,000,000 outstanding at any one 
time. There will be no closing or related charges and no 
commitment fee with respect to such bank loans, nor 
will there be any compensating-balance requirements. 


Consolidated requests that, for the period com- 
mencing upon the date of the granting of this 
application-declaration and ending May 31, 1979, an 
exemption be allowed from the provisions of Section 
6(a) of the Act pursuant to the first sentence of Section 
6(b), relating to the issuance and sale of short-term 
notes, by increasing the 5% limitation on such notes 
to a maximum of 6% in order to permit Consolidated to 
have outstanding at any one time up to $50,000,000 
principal amount of. short-term notes during such 
period as proposed herein. 





Consolidated requests exception from the competitive 
bidding requirements of Rule 50 with respect to the 
sale of commercial paper on the grounds that such 
commercial paper will have maturities of nine months 
or less, that current rates for commercial paper for 
prime borrowers, such as Consolidated, are published 
daily in financial publications, and that it is not 
practical to invite competitive bids for commercial 
paper. Consolidated also proposes that the Rule 24 
certificates of notification regarding the proposed 
transactions be filed on a quarterly basis. 


It is stated that CNG Development Company Ltd. and 
Consolidated Natural Gas Service Company, Inc., have 
no new financing requirements for 1978 at the time of 
filing and that if such requirements should arise, an 
amendment to that effect will be fited as part of this 
proceeding. 


The Public Service Commission of West Virginia has 
jurisdiction over the proposed short-term borrowings 
and stock issuances of Gas Supply, and the Public 
Utilities Commission of Ohio has jurisdiction over the 
long-term borrowings of River and West Ohio and the 
stock issuance proposed by River. No other state or 
federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. The filing 
is not complete with respect to the requisite state 
commission authorization, and, therefore, jurisdiction 
will be reserved herein over the proposed transactions 
requiring such state commission approval. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed by Rule 23 
promulgated under the Act (HCAR No. 20538), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found, with respect to the above-described 
transactions as to which the record is complete, that 
the applicable provisions of the Act and rules 
promulgated thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that the amended 
application-declaration in respect of said transactions 
be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and the rules thereunder, that the 
application-declaration, as amended, be, and it hereby 
is, granted and permitted to become effective forthwith 
with respect to the proposed transactions as to which 
the record has been completed, subject to the terms 
and conditions prescribed in Rule 24 promulgated 
under the Act, except that the time for filing the 
certification thereunder is extended as requested so as 
to allow filing on a quarterly basis. 


IT iS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved over the proposed transactions as 
to which the reocrd is not yet complete. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20579/June 6, 1978 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
2700 One Main Place 
Dallas, Texas 75250 


CENTRAL POWER AND LIGHT COMPANY 
P.O. Box 2121 
Corpus Christi, Texas 78403 


SOUTHWESTERN ELECTRIC POWER COMPANY 
P.O. Box 21106 
Shreveport, Louisiana 71156 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P.O. Box 201 
Tulsa, Oklahoma 74102 


WEST TEXAS UTILITIES COMPANY 
P.O. Box 841 
Abilene, Texas 79604 


CENTRAL AND SOUTH WEST SERVICES, INC. 
2700 One Main Place 
Dallas, Texas 75250 


(70-6163) 


NOTICE OF PROPOSED EXTENSION OF SYSTEM 
MONEY POOL ARRANGEMENT, PROPOSED 
ESTABLISHMENT OF NEW SHORT-TERM BOR- 
ROWING LIMITATIONS AND. REQUEST FOR 
EXCEPTION FROM COMPETITIVE BIDDING 
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NOTICE IS HEREBY GIVEN that Central and South 
West Corporation (“CSW”), a registered holding 
company, and five of its subsidiary companies, Central 
Power and Light Company (“CP&L”), Southwestern 
Electric Power Company (“SWEPCO”), West Texas 
Utilities Company (“WTU”), Public Service Company of 
Oklahoma (“PSO”) and Central and South West 
Services, Inc., (“CSWS”) have filed an application- 
declaration and an amendment thereto with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (‘‘Act”), designating Sections 6, 
7, 9(a), 10, 12(b) and 12(f) thereof and Rules 43 and 45 
promulgated thereunder as applicable to the proposed 
transactions. All interested persons are referred to the 
application-declaration, as amended, which is 
summarized below, for a complete statement of the 
proposed transactions. 


By order dated December 30, 1976 (HCAR No. 19829) 
CSW, CP&L, SWEPCO, PSO, WTU and CSWS 
(collectively the “CSW System” or “Applicants”) were 
authorized to establish and maintain through June 30, 
1978, a CSW System money pool (“money pool”) to 
coordinate their short-term borrowings. The money 
pool is composed of funds from any one or more of the 
following sources: (i) surplus funds of CSW; (ii) 
surplus funds of any of the subsidiaries; (iii) 
borrowings by CSW or the subsidiaries from banks and 
(iv) proceeds of CSW’s sales of commercial paper. 
Borrowings by each of the constituent companies was 
authorized to be made only within prescribed units and 
the aggregate amount of short-term loans outstanding 
was not to exceed $115,000,000. 


CSW administers the money pool by matching up, to 
the extent possible, short-term cash surpluses and 
loan requirements of CSW and its various subsidiaries. 
Subsidiary requests for short-term loans are met first 
from surplus funds of the cther subsidiaries which are 
available to the money pool .and then from CSW’s 
corporate funds to the extent available. Where these 
sources of funds are insufficient to meet short-term 
loan requests, borrowings are made from outside the 
System. To that end CSW was authorized to issue and 
sell up to $115,000,000 of its commercial paper to A-G 
Becker and Co., Inc., (“Becker”) at a discount rate not 
in excess of the discount rate per annum prevailing at 
the time of issuance for commercial paper of 
comparable quality and maturity sold by issuers 
thereof to commercial paper dealers and at an interest 
cost not exceeding the effective cost of money for 
unsecured prime commercial bank loans prevailing on 
the date of issue of such commercial paper. 
Furthermore, in the event that borrowings from banks 
at the prime rate of interest would produce a lower cost 
of money to CSW than the issue of its commercial 
paper, and to the extent that funds in the system 
money pool are insufficient to meet the subsidiaries’ 
requests for short term loans, CSW and the 
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subsidiaries were authorized to borrow from banks 
from time to time prior to July 1, 1978, an amount not 
to exceed $102,020,000 at any one time outstanding, ( 
and subject further to the aggregate short-term 
borrowing limitation of $115,000,000. 


The interest rate applicable to all loans of surplus 
funds through the money pool is the rate published in 
the Wall Street Journal for commercial paper placed 
directly by a major finance company and having a term 
most nearly equal to the term of the particular money 
pool loan in question. The interest rate applicable to 
the funds borrowed by CSW from external sources and 
loaned through the money pool is equal to CSW’s net 
cost for the external borrowings. 


The money pool authorization was subsequently 
amended in HCAR No. 20355 to permit CSW or a 
subsidiary to borrow directly from a bank even if the 
cost of such borrowing is not less than the cost of 
equivalent borrowings through the money pool if and 
only to the extent that such bank requires that the 
borrowings be made on a condition of maintaining the 
subsidiary’s line of credit with the bank; subject to an 
aggregate limit of $10,000,000 at any one time 
outstanding for all such bank borrowings and a limit of 
$5,000,000 at any one time outstanding for any one 
subsidiary. The money pool agreement was further 
amended by HCAR No. 20385, increasing the total 
borrowing authorization and authorizing CSW to 
maintain compensating balances, where necessary, 
not in excess of 10% of the bank lines of credit. 


The applicants now request authority to extend the 
money pool arrangement’s authorization through 
December 31, 1979, subject to new and increased 
borrowing limitations. Applicants state that in all other 
salient respects the money pool will operate 
substantially in the same manner that it operates in 
now. 


It is proposed by the Applicants that the authorized 
aggregate amounts outstanding at any one time be 
increased to $250,000,000 and that the individual 
maximum borrowings outstanding be set at the 
following amounts: CSW, $250,000,000; CP&L, 
$92,000,000; PSO, $80,000,000; SWEPCO, $65,000,000; 
and WTU, $32,000,000 but, in no case, to exceed 10% 
or, in the case of WTU 20%, of the aggregate of the 
borrowers secured debt, capital stock and premiums 
thereon and, surplus at the time of borrowing. 


Applicants state that the proceeds of any short-term 
borrowings, except by CSWS, would be used (i) in the 
case of borrowings by CPL, PSO, SWEPCO and WTU 
(the “operating companies”) for the interim financing 
of their capital programs during the period and to 
provide for other temporary working capital needs; (ii) 
in the case of borrowings by CSW, to loan or contribute 





as Capital to the subsidiaries for suchpurposes; and 
(iii) to repay borrowings previously incurred for such 
purposes. 


The estimated capital programs for 1978 and 1979 for 
the operating companies are as follows: 


1978 


1979 


$247 ,000,000 
$257 ,000,000 
$110,000,000 
$ 21,000,000 


$216,000,000 
$251 ,000,000 
$142,000,000 
$ 24,000,000 


It is stated that none of the proceeds from such 
borrowings will be utilized to pay the cost of facilities 
(“interconnection facilities”) which would not be 
needed to provide service to customers of any of the 
operating companies if such operating company were 
not part of the CSW System, nor will any expenditures 
be made by any of the operating companies for the 
construction or acquisition of any facility not so 
needed prior to the time all funds covered by this 
Application-Declaration have been expended. For the 
purposes of the foregoing representation, there is 
included within the meaning of the term “intercon- 
nection facilities” all facilities, construction or 
acquisition of which is or would be part of any proposal 
for synchronous interstate operation of the CSW 
System forming the subject of the proceedings in 
Central and South West Corporation, et al. (Admin. 
Proc. File No. 3-4951) which would not also be required 
for the continuation of dissynchronous interstate/ 
intrastate operation in the mode presently prevailing in 
the Central and South West System. 


Proceeds of borrowings by CSWS will be used to 
provide working capital for CSWS’s operations or to 
repay borrowings used for such purpose. 


At March 31, 1978, the Applicants had the following 
amounts of short-term borrowings outstanding, all of 
which were in the form of open account advances from 
CSW: 


23,880,000 
14,000,000 
600,000 


The applicants state that in all other salient aspects the 
organization and functioning of the CSW System 
money pool will remain identical to that previously 
authorized in HCAR No. 19829 and as subsequently 
modified in HCAR Nos. 20355 and 20305. 


Applicants state that presently there are no 
compensaiing balance arrangements under any of the 
lines of credit maintained by them. The applicants have 
in the past been able to borrow from banks at the prime 
rate available to commercial borrowers. If it is assumed 
that the prime rate is 812% (as quoted in the Wal/ 
Street Journal for June 5, 1978) and that a maximum 
compensating balance of 10% is required, the effective 
interest rate would be 10.625%. 


CSW requests exemption from the competitive bidding 
requirements of Rule 50 under the Act in connection 
with the proposed issuance of commercial paper 
pursuant to paragraph (a)(5)(B) thereof. 


it is stated that no state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. It is further 
stated that the fees and expenses to be incurred in 
connection with the proposed transaction are 
estimated at $13,500 including rating agency fees of 
$10,500 and $500 in legal fees. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 29, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said application- 
declaration as amended, which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. 
A copy of such request should be served personally or 
by mail upon the applicants-declarants at the 
above-stated addresses, and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At the time after said 
date, the application-declaration, as amended, or as it 
may be further amended, may be granted and permitted 
to become effective as provided in Rule 23 of the 
General Rules and regulations promulgated under the 
Act, or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20580/June 6, 1978 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
142 Delaronde Street 
New Orleans, Louisiana 70174 


(70-6169) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
FIRST MORTGAGE BONDS AT COMPETITIVE 
BIDDING 


NOTICE IS HEREBY GIVEN that Louisiana Power & 
Light Company (‘‘Louisiana’’), an electric utility 
subsidiary of Middle South Utilities, Inc., a registered 
holding company, has filed a declaration with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 6(a) 
and 7 of the Act and Rule 50 promulgated thereunder as 
applicable to the proposed transaction. All interested 
persons are referred to the declaration, which is 
summarized below, for a complete statement of the 
proposed transaction. 


Louisiana proposes to issue and sell at competitive 
bidding up to $60,000,000 principal amount of its First 
Mortgage Bonds of a new series having a term of not 
less than five nor more than 30 years. Louisiana will 
determine and give notice of, the maturity date of the 
bonds not later than 11:00 a.m. on the third business 
day preceding the day fixed for the presentation of 
bids. The interest rate of the bonds and the price, 
exclusive of accrued interest, to be paid to Louisiana 
for the bonds will be not less than 98% nor more than 
101-3/4% of the principal amount thereof, and will be 
determined by competitive bidding. The bonds will be 
issued under the Mortgage and Deed of Trust, dated as 
of April 1, 1944, between Louisiana and The Chase 
Manhattan Bank (N.A.), as trustee, as heretofore 
supplemented by various indentures and as it is to be 
further supplemented by a twenty-fifth supplemental 
indenture to be dated the first day of the calendar 
month in which the bonds are issued. The bonds will 
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be redeemable, at the option of Louisiana, in whole or 
in part at any time prior to maturity. The supplemental 
indenture will include a prohibition, for a period of not { 
more than five years, against refunding the bonds ~ 
directly or indirectly, with funds borrowed at a lower 
effective interest cost. 


Louisiana will use the net proceeds derived from the 
sale of the bonds to pay, in part, short-term borrowings 
estimated to total $75,000,000 at the time the proceeds 
are received, to finance, in part, Louisiana’s 
construction program, and for other corporate 
purposes. 


The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at 
$180,000, including legal fees of $48,000 and 
accounting fees of $12,500. The fee of counsel for the 
purchasers of the bonds is estimated at $17,000 and 
will be paid by the successful bidders. It is stated that 
no state commission and no federal commission, other 
than this Commission, has jurisdiction over the 
proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 30, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the filing which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.€. 20549. A copy of such request 
should be served personally or by mail upon the 
declarant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the declaration, as filed or as it 
may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices or orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20581/June 6, 1978 


In the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 


(70-6155) 


ORDER AUTHORIZING ACQUISITION OF ELECTRIC 
DISTRIBUTION SYSTEM 


Georgia Power Company (“Georgia”), an electric utility 
subsidiary of The Southern Company, a registered 
holding company, has filed a declaration and an 
amendment thereto with this Commission pursuant to 
Sections 9(a) and 10 of the Public Utility Holding 
Company Act of 1935 (“Act”) regarding the following 
proposed transaction. 


Georgia proposes to acquire from the United States of 
America, acting by and through the Administrator of 
General Services (the “Government’”), the electrical 
distribution system located at and serving the area 
which was formerly the Glynco Naval Air Station, 
located near Brunswick in Glynn County, Georgia. 
Such electrical distribution system includes all primary 
and secondary overhead lines, street lights, poles with 
attachments, transformers, switches, easements, and 
rights appurtenant thereto located at the site cf such 
naval air station, other than the airfield runway lighting 
and other electrical equipment directly related to the 
operation of the air terminal and airport facilities 
located upon such site. 


Georgia is to pay the Government in respect of such 
distribution system a purchase price of $117,000 in 
cash, as was determined by negotiations between the 
parties. The original cost to the Government of such 
system was $1,504,904. The Government does not 
maintain any records as to the depreciation of such 
property. Georgia estimates that the current value of 
such distribution system is approximately $190,000. 


Georgia has historically served the Glynco Naval Air 
Station through one metering point. When the U.S. 
Navy closed the air station, the distribution system 
was conveyed to the Government as surplus property. 
Georgia’s purchase of such distribution system will 
enable Georgia to continue to service its customers 
upon the site of the air station without having to 
construct a new system. 


No state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. The fees and expenses to be 
incurred in connection with the proposed transaction 
are estimated at $15,000, including legal fees of 
$12,000. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20518), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20582/June 7, 1978 


In the Matter of 

THE SOUTHERN COMPANY 

Atlanta, Georgia 

ALABAMA POWER COMPANY 

ALABAMA PROPERTY COMPANY 

GEORGIA POWER COMPANY 

GULF POWER COMPANY 

MISSISSIPP| POWER COMPANY 

SOUTHERN ELECTRIC GENERATING COMPANY 
SOUTHERN COMPANY SERVICES, INC. 


(70-6160) 
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ORDER AUTHORIZING THE ALLOCATION OF 
CONSOLIDATED FEDERAL INCOME TAX LIABILITY 
BY METHOD OTHER THAN SPECIFIED IN RULE 
45(b)(6) 


The Southern Company (‘Southern’), a registered 
holding company, and its subsidiary companies have 
filed a declaration and an amendment thereto, with this 
Commission pursuant to Section 12(b) of the Public 
Utility Holding Company Act of 1935 (“Act”) and Rule 
45 promulgated thereunder regarding the following 
proposal. 


Southern and its subsidiaries join as a group in the 
filing of consolidated Federal income tax returns. In 
accordance with Rule 45(b)(6), consolidated Federal 
income tax liability is allocated among system 
members by the method provided under Section 
1552(a)(1) of the Internal Revenue Code of 1954, as 
amended. Under Section 1552(a)(1), consolidated 
income tax liability is apportioned among members of 
the consolidated group in accordance with the ratio 
which that portion of the consolidated taxable income 
attributable to each member having taxable income 
bears to the consolidated taxable income. 


For 1977, Southern and its subsidiaries estimate that 
their combined taxable incomes will be approximately 
$190.5 million and that the consolidated tax, before 
investment credits, will be approximately $81.3 
million. Each of Southern’s operating electric utility 
subsidiaries, except Alabama Power Company 
(“Alabama”) will have separate taxable income for 
1977. Alabama estimates that it will report a taxable 
loss of approximately $3.0 million. 


Because Alabama has a taxable loss, Southern and its 
subsidiaries state that allocation of the group’s 
consolidated income tax liability for 1977 pursuant to 
the literal requirements of Rule 45(b)(6), as previously 
modified by Commission orders dated April 26, 1963, 
and March 15, 1976 (HCAR Nos. 14860 and 19429) 
would result in certain distortions and inequities in 
that the companies in the system other than Alabama 
will benefit from the savings in consolidated tax 
liability attributable to Alabama’s net operating loss for 
the year. Under Rule 45(b)(6), Alabama would derive no 
benefit from the tax savings generated by its net 
operating loss. 


Southern and its subsidiaries propose, as an exception 
to Rule 45(b)(6), to allocate the consolidated tax 
liability for 1977 in such a manner that the reduction in 
the group’s tax liability attributable to Alabama’s 1977 
net operating loss will be allocated in its entirety to 
Alabama, resulting in an aggregate benefit to Alabama 
of an estimated $1.7 million. Under the proposed 


method of allocation, each of Southern’s other 
operating utility companies will be allowed to offset its 
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liability to Alabama by its full investment credits 
earned. In years when Alabama has taxable income and 
therefore may be entitled to tax credits under the 
operating loss carryback and carryover provisions of 
the Internal Revenue Code, any tax credits remitted to 
Alabama as a result of the exception from Rule 45(b)(6) 
requested herein will be applied to reduce any credits 
in future years to which Alabama may otherwise be 
entitled under the separate return limitations of Rule 
45(b)(6). The aggregate tax liability allocated any 
member of the group under the proposed method of 
allocation will not exceed the amount of tax of such 
company based upon a separate return basis. 


Southern and its subsidiaries also propose, as an 
additional modification to the application of Rule 
45(b)(6), to allocate the group’s minimum tax liability 
on so-called tax “preference items,” which include 
capital gains, percentage depletion, accelerated 
depreciation on real property and amortization of 
pollution control facilities, to those members of the 
group in accordance with the ratio which that portion 
of the total preference items attributable to each 
member having preference items bears to the total 
preference items of all members. Under Rule 45(b)(6), a 
company such as Alabama, which did not have 
ordinary taxable income for 1977 but did have 
preference items, would not be allocated any part of 
the minimum tax on those preference items. The 
proposed method for allocating minimum tax will 
permit Southern to apportion the burden of the tax 
among those companies of the group, including 
Alabama, which report tax preference items. It is stated 
that current projections indicate there will be minimum 
tax liabilities for 1978 and subsequent years. For 1977, 
Southern estimates that the group will report 
approximately $42.2 million of preference items, of 
which an estimated $10.9 million will be attributable to 
Alabama. It is stated that the minimum tax allocated to 
Alabama under the proposal is approximately $1.3 
million. 


The fees, expenses and commissions incurred in 
connection with this proposal are estimated at $6,000, 
including legal fees estimated at $3,000. It is stated 
that no state or federal commission, other than this 
Commission, has jurisdiction over the proposal. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 20541), and no hearing has 
been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings 
are necessary; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said declaration as amended, be permitted to 
become effective: 





d 


IT iS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20583/June 7, 1978 


In the Matter of 


COLONIAL GAS ENERGY SYSTEM 
73 East Merrimack Street 
Lowell, Massachusetts 01853 


LOWELL GAS COMPANY 
95 East Merrimack Street 
Lowell, Massachusetts 01853 


CAPE COD GAS COMPANY 
P.O. Box 1360 
Hyannis, Massachusetts 02601 


(70-6177) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
CUMULATIVE CONVERTIBLE PREFERRED STOCK BY 
PARENT AND ISSUANCE AND SALE OF COMMON 
STOCK TO PARENT BY SUBSIDIARIES 


NOTICE iS HEREBY GIVEN that Colonial Gas Energy 
System (“Colonial”), a registered holding company, 
Lowell Gas Company (“Lowell”), and Cape Cod Gas 
Company (“Cape Cod”), public utility subsidiaries of 
Colonial, have filed a joint declaration designating 
Sections 6 and 7 of the Public Utility Holding Company 
Act of 1935 (“Act”), and Rule 50(a)(5) promulgated 
thereunder as applicable to the proposed transactions. 
All interested persons are referred to the declaration for 
a complete statement of the proposed transactions. 


On October 7, 1977, Colonial filed an application for 
exemption under Section 3(a)(1) of the Act. (File No. 
31-763). Its application for exemption is pending. 
Pursuant to a Stipulation in that proceeding dated 
January 26, 1978, entered into by Colonial and the 
Division of Corporate Regulation, Colonial has 
registered as a public utility holding company under 
Section 5(a) for the limited purpose of complying with 
the provisions of Sections 6, 7, and 12(b) of the Act. 


Colonial proposes to issue and sell cumulative 
convertible preferred stock (“Preferred Stock”) through 
a negotiated sale to underwriters who will make a 
public offering thereof. It is proposed that the 
aggregate public offering price will be approximately 
$5,550,000. Colonial proposes to use the net proceeds 
derived from such sale to purchase common stock of 
its public utility subsidiaries, Lowell and Cape Cod for 
an aggregate purchase price of approximately 
$3,100,000 and to redeem 212,000 outstanding shares 
of its existing preferred stock at a redemption price of 
$1,700,000 plus an amount equal to the dividends 
accrued thereon. Any balance of such net proceeds will 
be added to Colonial’s working capital. Lowell and 
Cape Cod are seeking authorization to issue and sell 
such common stock to Colonial. They contemplate 
using the proceeds from such sales to repay a portion 
of the short-term indebtedness which is the subject of 
a separate filing. (HCAR No. 20575). 


The terms of the Preferred Stock, including the terms 
of conversion, will be filed by amendment. Colonial 
states, however, that such terms will differ from the 
standards set forth in the Commission’s Statement of 
Policy Regarding First Mortgage Bonds and Preferred 
Stock (“SOP”) (HCAR No. 35-13106, February 16, 1956) 
in two respects. Colonial’s ratio of unsecured debt to 
long-term debt and stockholders equity has for some 
time exceeded to ratios set forth in paragraph (c) of the 
SOP. Colonial states that the sale of the Preferred 
Stock is a step in improving its capitalization but will 
not be sufficient to permit it to limit future short-term 
borrowings to the ratios contemplated by said 
paragraph (c). Colonial further states that the 
restriction on dividends on junior stock provided for in 
paragraph (e) of the SOP cannot be adopted, since the 
change in common stock dividend policy which would 
be required by those restrictions would, because of the 
conversion feature of the proposed Preferred Stock, 
tend to make the Preferred Stock unmarketable. 


Colonial became a publicly held corporation in 
November 1975, when it sold 495,000 shares of 
common stock at a public offering price of $12 a share. 
Its common stock is presently held by 1,700 
shareholders. Prior to that time, Colonial’s common 
stock was held for many years by six individuals. In 
connection with the public issuance of common stock, 
the six existing shareholders agreed to a restriction 
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through the year 1980 on dividends«paid. upon their 
shares. As a condition to the proposed public offering 
of the Preferred Stock, the restriction will be extended 
through the year 1988. 


The consolidated net earnings of Colonial and its 
subsidiaries are insufficient to justify a common stock 
offering at this time. Since its initial public offering in 
1975, Colonial’s consolidated net earnings have 
declined ona per share basis from $1.58 to $.13 for the 
year ended December 31, 1977. Although consolidated 
net earnings have improved with thé. quarter ending 
March 31, 1978, they are less thari the aggregate 
dividends declared and paid on Colonial’s common 
stock during that period. Colonial states, however, that 
consolidated net earnings for the twelve months 
ended March 31, 1978, when considered with the 
annual effect of rate increases which the 


Massachusetts Department of Public Utilities recently 
allowed Lowell and Cape Cod in 1977, are.expected to 
permit the issue and sale of the Prefarred Stock. 


In view of its financial status and market situation, 
Colonial believes competitive bid@ing would be 
inappropriate and requests exemption therefrom 
pursuant to Rule 50(a)(5). Colonial proposes, and is 
hereby authorized, forthwith, to negotiate with 
underwriters. The actual negotiated terms, subject to 
further authorization, will be supplied by amendment. 


The fees and expenses incurred or to be incurred in 
connection with this proposal will be filed by 
amendment. It is stated that in the event the issuance 
of the Preferred Stock is not consummated, Colonial 
will reimburse the underwriters, in an amount not to 
exceed $40,000, for legal fees incurred. No state or 
federal commission, other than this Commission, has 
jurisdiction over the proposed isuse and sale of 
Preferred Stock. The Massachusetts Department of 
Public Utilities has jurisdiction over the proposed issue 
and sale of common stock by Lowell and Cape Cod. No 
other state or federal commission has jurisdiction over 
such proposed issue and sale of common stock. 


NOTICE IS FURTHER GIVEN that~ any interested 
person may, not later than June 30, 1978, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said declaration 
which he desires to controvert;-or fhe may request that 
he be notified if the Commission should order a 
hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request should be served personally or by mail upon 
the declarants at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney at law, 
by certificate) should be filed with the request. At any 
time after said date, the declaration, as filed or as it 
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may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from its rules under 
the Act as provided in Rules 20(a) and 100 thereof or 
take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10263/June 2, 1978 


In the Matter of 


FEDERATED OPTION INCOME FUND, INC. 
FEDERATED HIGH INCOME SECURITIES, INC. 


and 


FEDERATED SECURITIES CORPORATION 
421 Seventh Avenue 
Pittsburgh, Pennsylvania 15219 


(812-4233) 


NOTICE OF APPLICATION FOR ORDER (1) 
PURSUANT TO SECTION 11(a) OF THE ACT TO 
PERMIT OFFERS OF EXCHANGE, AND (2) 
PURSUANT TO SECTION 6(c) OF THE ACT FOR 
EXEMPTION FROM THE PROVISIONS OF SECTION 
22(d) OF THE ACT AND RULE 22d-1 THEREUNDER. 


NOTICE IS HEREBY GIVEN that Federated Option 
Income Fund, Inc. (“Option Fund”), Federated High 
Income Securities, Inc. (“Income Fund”), both of 
which are registered under the Investment Company 





Act of 1940 (‘Act’) as open-end, diversified 
management investment companies, and Federated 
Securities Corporation (“FSC”), (collectively, “Appli- 
cants”), filed an application on November 23, 1977, and 
amendments thereto on March 7, 1978, April 12, 1978, 
and May 16, 1978, for an order of the Commission (1) 
pursuant to Section 11(a) of the Act permitting 
shareholders of the Income Fund and Option Fund to 
exchange their shares on a basis other than the relative 
net asset values of the securities to be exchanged, and 
(2) pursuant to Section 6(c) of the Act granting an 
exemption from Section 22(d) of the Act and Rule 22d-1 
thereunder in connection with such exchanges. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are sum- 
marized below. 


FSC, registered as a broker-dealer under the Securities 
Exchange Act of 1934, is a wholly-owned subsidiary of 
Federated Investors, Inc. FSC acts as the principal 
distributor for the Option Fund. 


Applicants state that the Option Fund’s investment 
objective is to seek high current return by investing 
primarily in high quality, dividend paying common 
stocks, selling covered ‘all options on such stocks, 
and entering into closing purchase transactions with 
respect to certain of such call options. On January 10, 
1978, the Option Func) commenced a continuous 
public offering of its shares. The sales load imposed 
on such offering is 8.5% of the purchase price on 
purchases of less than $15,000 and is reduced on larger 
purchases. ’ 


According to the application, the Income Fund’s 
investment objective is to seek high interest income by 
investing primarily in a diversified portfolio of 
professionally managed fixed income securities. The 
underwriting discount imposed on the initial offering, 
which closed December 29, 1977, was 5% on the 
purchase of 999 shares or less, at a public offering 
price of $15 per share, in a single transaction, such 
discount also diminishing as the number of shares 
purchased increased. 


Applicants assert that on January 18, 1978, the Income 
Fund commenced a continuous public offering of its 
shares. The sales load imposed on the continuous 
offering is 6.5% of the purchase price on purchases of 
less than $15,000 and is reduced on larger purchases. 


Applicants state that the Income Fund has filed an 
application with the Commission, separate and 
distinct from the instant application, seeking an order 
which, if granted, would permit investors who 
purchased shares of the Income Fund in its initial 
offering to make additional purchases for a 12 month 
period from the closing date of the initial offering at the 


same sales charge applicable to the initial offering, 
rather than the higher sales charge which will be 
applicable to the continuous offering. The instant 
application involves proposed offers of exchange 
(“Exchange Privilege”). 


Applicants propose to allow shareholders of the 
income Fund who purchase shares of that Fund either 
in its initial offering or in its continuous offering to 
exchange all or part of their shares of the Income Fund 
for shares of the Option Fund on the basis of their 
relative net asset values plus a sales charge equal to 
the difference between the sales charge paid on the 
shares of Income Fund and the sales charge described 
in the Option Fund prospectus at the time of exchange. 
According to the application, a shareholder’s 
investment dealer and the Option Fund’s distributor 
will receive the additional sales load paid by the 


_ Shareholder exercising the Exchange Privilege. 


However, the amount that the investment dealer 
receives as additional sales charge, when added to the 
amount he received on the initial sale of the Income 
Fund shares being exchanged, will not be greater than 
the amount the investment dealer would have received 
had he made the sale of the Option Fund shares 
initially. 


Applicants submit that all exchanges will be made in 
accordance with an accumulation privilege described 
in the Option Fund prospectus at the time of exchange. 
The result, the application states, is that if a 
shareholder owns shares of both the Option Fund and 
the Income Fund and wishes to exchange some or all 
of his Income Fund shares for additional shares of the 
Option Fund, he would be permitted to add the Option 
Fund shares owned to the Option Fund shares to be 
acquired for the purpose of determining the applicable 
sales charge on the Option Fund shares to be acquired. 


Applicants state that (1) there is no limit on the number 
of exchanges a shareholder may make, and (2) any 
Income Fund shares acquired through a dividend 
reinvestment plan may be exchanged at relative net 
asset value without a sales charge. Applicants assert 


that, unless otherwise requested by a shareholder, 


those shares which may be exchanged at relative net 
asset value without imposition of a sales charge will be 
exchanged first, and that the remaining shares to be 
exchanged will be selected from those shares which 
are entitled to be exchanged upon payment of the 
lowest additional sales charge. Applicants further 
assert that, at present, no transaction fees are charged 
for an exchange. 


According to the application, if the shareholder does 
not already own Shares of the Option Fund, the 
minimum amount necessary for an exchange is the 
same as the minimum, initial investment required by 
the Option Fund, as stated in its prospectus at the time 
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of the exchange. If the shareholder does own shares of 
the Option Fund, the minimum amount necessary for 
an exchange is the same as the minimum additional 
investment required by the Option Fund, as stated in 
its prospectus at the time of the exchange. 


Applicants submit that, in general, (1) a shareholder of 
the Option Fund may exchange his shares in that Fund 
for shares of the Income Fund at net asset value and (2) 
any shares of the Income Fund so acquired may be 
re-exchanged for shares of the Option Fund at net 
asset value. 


However, Applicants also propose that if, due to the 
sales charge break points on large sales, the sales 
charge on shares of the Income Fund is higher than the 
sales charge paid on the Option Fund, these shares of 
the Option Fund may be exchanged for shares of the 
Income Fund at relative net asset values per share plus 
a sales charge equal to the difference between the sale 
charge paid on the shares of the Option Fund and the 
sales charge described in current prospectus of the 
Income Fund at the time of the exchange, subject to all 
of the conditions, summarized above, applicable to 
exchanges from the Income Fund to the Option Fund. 


Section 11(a) of the Act provides that it shall be 
unlawful for any registered open-end company or any 
principal underwriter for such company to make, or 
cause to be made, an offer to the shareholder of a 
security of such company or of any other open-end 
investment company to exchange his security for a 
security in the same or another such company on any 
basis other than the relative net asset values of the 
respective securities to be exchanged, unless the 
terms of the offer have first been submitted to and 
approved by the Commission. 


Accordingly, Applicants request an order of the 
Commission, pursuant to Section 11(a) of the Act, 
permitting the proposed offers of exchange. 


Applicants also request an order exempting the 
exchanges proposed to be made pursuant to the 
Exchange Privilege from the provisions of Section 
22(d) of the Act and Rule 22d-1 thereunder. Section 
22(d) provides, in part, that no registered investment 
company or principal underwriter thereof shall sell any 
redeemable security issued by such company to any 
person except at a current offering price described in 
the prospectus. Rule 22d-1 permits certain variations in 
the sales load, none of which are applicable to the 
proposed Exchange Privilege. 


Applicants assert that if, for example, shares of the 
Option Fund could be acquired by a shareholder of the 
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Income Fund at net asset value in an exchange, rather 
than as they propose, such an exchange would .- 
arguably be in violation of Section 22(d) of the Act, © 

since an investor would be able to purchase shares of 
the Option Fund at a sales charge other than that 
described in its prospectus merely by purchasing 
shares of the Income Fund and subsequently 
exchanging those shares at net asset value for shares 
of the Option Fund. 


Applicants assert further that an exchange offer based 
on the relative net asset values of the prospective 
securities to be exchanged would result, for example, 
in shareholders of the Income Fund paying a lesser 
sales charge for their shares of the Option Fund than 
similarly situated shareholders of the Option Fund who 
purchased their shares in accordance with the sales 
load listed in the Option Fund prospectus. 


Section 6(c) of the Act provides, in part, that the 
Commission, by order upon application, may 
conditionally or unconditionally exempt any person, 
security, or transaction, or any class or classes of 
persons, securities, or transactions, from any 
provision or provisions of the Act or any rule 
thereunder, if and to the extent that such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


NOTICE IS FURTHER GIVEN THAT ANY INTERESTED 
PERSON MAY, NOT LATER THAN June 27, 1978, at 
5:30 p.m., submit to the Commission in writing a 
request for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that he 
be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemiporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 





For the Commission, by the Division of Investment 
ym, Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10264/June 2, 1978 


In the Matter of 


VANDERBILT INCOME FUND, INC. 
1800 Century Park East 

Suite 204B 

Los Angeles, CA 90067 


(811-757) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR ORDER DECLARING 
THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Vanderbilt Income 
Fund, Inc. (“Applicant”), a Delaware corporation, 
registered under the Investment Company Act of 1940 
(“Act”) as an open-end, diversified, management 
investment company, filed an application on December 
9, 1977, and an amendment thereto on March 10, 1978, 
for an order of the Commission, pursuant to Section 
8(f) of the Act, declaring that Applicant has ceased to 
be an investment company as defined in the Act. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are 
summarized below. 


The application states that Applicant was incorporated 
under the laws of the state of Delaware on September 
24, 1956, and registered with the Commission under 
the Act on December 31, 1956. 


Applicant represents that at a special meeting of 
Applicant’s shareholders held on May 25, 1977, its 
shareholders approved an agreement and Plan of 
Reorganization (“Plan”) which provided for: (1) the 
transfer by Applicant of substantially all of its assets to 
St. Paul Capital Fund, Inc. (“St. Paul Fund”), also 
registered under the Act as an open-end, diversified, 
management investment company, in exchange for 
shares of voting stock of St. Paul Fund; (2) the creation 


of a litigation trust (“Litigation Trust”) to pursue 
certain claims of Applicant (“Litigation”) and the 
distribution of interests in the Litigation Trust to the 
shareholders of Applicant; and (3) the dissolution of 
Applicant and the distribution of the shares of St. Paul 
Fund received by Applicant to its shareholders in 
liquidation. Applicant represents further that the 
United States District Court for the Central District of 
California (“Court”) has accepted jurisdiction over the 
Litigation Trust and that the Litigation Trust is subject 
to certain provisions set forth in the order of the Court, 
dated April 21, 1977, which, inter alia, approved the 
Plan and the establishment of the Litigation Trust. 


Applicant states that, as of the close of business on 
June 13, 1977, it had 946,069.429 shares outstanding 
and aggregate net assets of $3,732,719.49, and that, 
after funding the Litigation Trust in the amount of 
$69,900, Applicant’s aggregate net assets, amounting 
to $3,662,819.49, or a net asset value per share of 
$3.87, were transferred to St. Paul Fund in exchange 
for 459,575.8456 shares of common stock of St. Paul 
Fund for a total value of $3,662,819.49. As of the close 
of business on June 13, 1977, St. Paul Fund had 
4,468,841.4088 shares outstanding and its net asset 
value per share was $7.97. Applicant states that the 
shares of St. Paul Fund have been delivered to the 
shareholders of Applicant in accordance with their 
respective interests in Applicant’s liquidation. 


Applicant represents that it filed a Certificate of 
Dissolution with the Secretary of State of Delaware on 
June 14, 1977, and that Applicant has no shareholders 
and is engaged in no business activity; as of December 
8, 1977, its only assets consisted of $7,168.26 in cash, 
retained to meet legal and accounting fees previously 
incurred or which Applicant anticipates incurring, in 
connection with the winding up of its business, 
including withdrawal from qualification in various 
jurisdictions, the preparation of final tax returns, the 
instant application, and other post-closing expenses. 
Applicant states that, as of January 31, 1978, it had 
paid or incurred legal and accounting fees of 
approximately $2,900, and that it anticipates that 
additional legal and accounting fees will not exceed 
$1,500. Applicant represents that any excess cash 
retained after payment of such fees will be used to pay 
administrative and legal expenses incurred in 
connection with the Litigation Trust, but that such 
amounts will not exceed Applicant’s proportionate 
share of litigation expenses. 


Section 8(f) of the Act provides, in part, that when the 
Commission, upon application, finds that a registered 
investment company has ceased to be an investment 
company, it shall so declare by order, and that, upon 
the taking effect of such order, the registration of such 
company shall cease to be in effect. 
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NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 


Persons who request a hearing, or advice as to whether - 


a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10265/June 2, 1978 


In the Matter of 


VANDERBILT GROWTH FUND, INC. 
1800 Century Park East 

Suite 204B 

Los Angeles, California 90067 


(811-1289) 

NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR ORDER DECLARING 
THAT COMPANY HAS CEASED TO BE AN 
INVESTMENT COMPANY 
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NOTICE IS HEREBY GIVEN that Vanderbilt Growth 
Fund, Inc. (“Applicant”), a Maryland corporation, 
registered under the Investment Company Act of 1940 
(“Act”) as an open-end, diversified, management 
investment company, filed an application on December 
9, 1977, and an amendment thereto on March 10, 1978, 
for an order of the Commission pursuant to Section 8(f) 
of the Act declaring that Applicant has ceased to be an 
investment company as defined in the Act. All 
interested persons are referred to the application on 
file with the Commission for a statement of the 
representations contained therein, which are 
summarized below. 


The application states that Applicant was incorporated 
under the laws of the state of Maryland on October 26, 
1964, and registered with the Commission under the 
Act on November 6, 1964. 


Applicant represents that at a special meeting of 
Appliant’s shareholders held on May 25, 1977, its 
shareholders approved an agreement and Plan of 
Reorganization (“Plan”) which provided for: (1) the 
transfer by Applicant of substantially all of its assets to 
St. Paul Capital Fund, inc. (“St. Paul Fund”), 
registered under tha Act as an open-end, diversified, 
management investment company, in exchange for 
shares of voting stock of St. Paul Fund; (2) the creation 
of a litigation trust (“Litigation Trust”) to pursue 
certain claims of Applicant (“Litigation”) and the 
distribution of interests in the Litigation Trust to the 
shareholders of Applicant; and (3) the dissolution of 
Applicant and the distribution of the shares of St. Paul 
Fund received by Applicant to its shareholders in 
liquidation. Applicant represents further that the 
United States District Court for the Central District of 
California (“Court”) has accepted jurisdiction over the 
Litigation Trust and that the Litigation Trust is subject 
to certain provisions set forth in the order of the Court, 
dated April 21, 1977, which, inter alia, approved the 
Plan and the establishment of the Litigation Trust. 


Applicant states that, as of the close of business on 
June 13, 1977, Applicant had 1,044,229.200 shares 
outstanding and aggregate net assets of $3,936,281.67, 
and that, after funding the Litigation Trust in the 
amount of $128,760, Applicants aggregate net assets, 
amounting to $3,807,521.67, or a net asset value per 
share of $3.64, were transferred to St. Paul Fund in 
exchange for 477,731.7026 shares of common stock of 
St. Paul Fund for a total value of $3,807,521.67. As of 
the close of business on June 13, 1977, St. Paul Fund 
had 4,468,841.4088 shares outstanding and its net 
asset value per share was $7.97. Anplicant states that 
the shares of St. Paul Fund have been delivered to the 
shareholders of Applicant in accordance with their 
respective interests in Applicant’s liquidation. 





Applicant represents that it filed Articles of Transfer 
and its Articles of Dissolution with the State 
Department of Assessments and Taxation of the State 
of Maryland on June 14, 1977, and that Applicant has 
no shareholders and is engaged in no business 
activity; as of December 8, 1977, its only assets 
consisted of $18,237.07 in cash retained to meet legal 
and accounting fees which were previously incurred, or 
which Applicant anticipates incurring, in connection 
with the winding up of its business, including 
withdrawal from qualification in various jurisdictions, 
the preparation of final tax returns, the instant 
application, and other post-closing expenses. 
Applicant states that as of January 31, 1978, it had paid 
or incurred legal and accounting fees of approximately 
$5,000, and that it anticipates that additional legal and 
accounting fees will not exceed $3,000. Applicant 
represents that any excess cash retained after payment 
of such fees will be used to pay administrative and 
legal expenses incurred in connection with the 
Litigation Trust, and that such amounts will not exceed 
Applicant’s proportionate share of litigation expenses 
by more than $5,500, which excess Applicant believes 
is not material. 


Section 8(f) of the Act provides, in part, that when the 
Commission, upon application, finds that a registered 
investment company has ceased to be an investment 
company, it shall so declare by order, and that, upon 
the taking effect of such order the registration of such 
company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 27, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail: upon 
Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10266/June 2, 1978 


In the Matter of 


GOVERNMENT SECURITIES TRUST, GNMA SERIES 1 
(AND SUBSEQUENT SERIES) 


LOEB RHOADES, HORNBLOWER & CO. 


SMITH BARNEY, HARRIS UPHAM & CO. INC. 


s** 


AND 


* 


BLYTH EASTMAN DILLON & CO. INCORPORATED 
14 Wall Street 
New York, New York 10005 


(812-4303) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER OF 
EXEMPTION FROM THE PROVISIONS OF SECTION 
14(a) OF THE ACT AND RULES 19b-1 AND 22c-1 
THEREUNDER. 


NOTICE IS HEREBY GIVEN that Government 
Securities Trust, GNMA Series 1 (and Subsequent 
Series) (“Fund”), a unit investment trust registered 
under the Investment Company Act of 1940 (the “Act”), 
and the Fund’s sponsors, Loeb Rhoades, Hornblower 
& Co., Smith Barney, Harris Upham & Co. Incorporated 
and Blyth Eastman Dillon & Co. Incorporated 
(“Sponsors,” collectively referred to with Fund and the 
“Applicants”);"havé filed an application on May 2, 
1978, and amendments thereto on May 25, and June 2, 
1978, pursuant to Section 6(c) of the Act for an order of 
the Commission exempting the Applicants from the 
provisions of Section 14(a) of the Act and Rules 19b-1 
and 22c-1 thereunder to the extent necessary to permit 
them to operate in the manner described in the 
application. All interested persons.are referred to the 
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application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


The application states that Series 1 of the Fund will be 
created under Massachusetts law by a trust agreement 
between the Sponsors, New England Merchants 
National Bank (‘‘Trustee’’), and Interactive Data 
Services, Inc. (“Evaluator’). In the case of subsequent 
series of the Fund, Applicants state that one or more 
additional or fewer investment banking firms may act 
as sponsor in lieu of Sponsors; that a different bank 
may act as trustee in lieu of Trustee; anc that a 
different evaluating firm may act as evaluator -4 lieu of 
Evaluator. Applicants state, however, that if none of 
the Sponsors would remain a sponsor as a result of any 
such substitution, Sponsors shall, as a condition of 
such substitution, cause to be filed a new registration 
statement under the Act for the Fund. 


Applicants state further that the format of subsequent 
series of the Fund will follow substantially the same 
pattern described in the application for Series 1 of the 
Fund. 


Applicants state that, following filings with the 
Commission under the Securities Act of 1933 (the 
“1933 Act’) and the Act, relating to each subsequent 
series of the Fund, there will be a period of 
accumulation of underlying securities backed by the 
full faith and credit of the United States (the 
“Obligations”). The Obligations to be deposited in the 
Fund, Series 1, will primarily be mortgaged-backed 
Obligations of the modified pass-through type fully 
guaranteed as to principal and interest by the 
Government National Mortgage Association 
(“GNMA”), although up to 20 percent of the portfolio of 
other series may be other types of securities backed by 
the full faith and credit of the United States. Applicants 
state that subsequent series may contain Obligations 
issued or guaranteed by the U.S. Government or other 
U.S. Government agencies or instrumentalities. 


Applicants state that, when accumulation of a portfolio 
is completed, a closing will be held at which the 
Obligations are deposited with the Trustee. 
Simultaneously, the Trustee will deliver to the 
Sponsors certificates representing fractional undivided 


interests (“Units”) in the series at the rate of 
approximately one Unit for each $1,000 principal 
amount or par or liquidation value of the Obligations 
deposited, which will, in the aggregate, represent the 
entire ownership of the series. Applicants state that at 
the present time the Sponsors intend to deposit with 
the Trustee approximately $10,000,000 principal 
amount of Obligations to be included in the portfolio of 
the Fund, Series 1, but that this figure may be 
increased or decreased in the case of other series. 
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The application states that the Units will be offered for 
sale to the public at a public offering price computed 


by adding to the offering side evaluation of the , 


Obligations (reflecting the best price at which the 
Evaluator believes an individual could purchase the 
particular Obligations), divided by the number of Units, 
a sales charge (in an amount not exceeding 3.627% of 
such evaluation in the case of the Fund, Series 1). 
Applicants state that while the public offering price of 
units will be determined on the basis of offering side 
evaluation of the Obligations, the value at which Units 
may be redeemed will be determined on the basis of 
the bid side valuation thereof (reflecting the best price 
at which the Evaluator believes an individual could sell 
the particular Obligations). The application also states 
that the aggregate offering side evaluation of the 
Obligations is to be determined by the Evaluator (1) on 
each business day during the initial public offering 
period, and (2) on the last business day of each week 
upon completion of the initial public offering, effective 
for all sales made during the preceding 24 hours or the 
following week, respectively. 


Sponsors intend to maintain a secondary market for 
Units of the Fund and to offer to purchase such Units 
at prices which are based upon the aggregate offering 
price of the Obligations; however, if the supply of Units 
of any series exceeds demand, or for some other 
business reason, the Sponsors may discontinue such 
purchases of Units of that series. In that event, 
however, Sponsors state that they may nonetheless 
purchase Units, as a service to Unitholders, at a price 
based on the current redemption price for those Units. 
The application states that if the Sponsors repurchase 
Units in the secondary market at a price below the 
offering prices of Obligations in any Fund, they will not 
resell such Units in the secondary market. 


Applicants state that the Sponsors may direct the 
Trustee to dispose of Obligations upon default in 
payment of principal or interest which is not promptly 
cured by the guarantor of the Obligations, default in 
payment of principal or interest on other obligations 
backed by the full faith and credit of the United States, 
institution of certain legal proceedings, decline in price 
or the occurence of other market or credit factors. 
which, in the opinion of the Sponsors, may make the 
retention of such Obligations in the Fund detrimental 
to the interests of the Unitholders, or if the disposition 
of such Obligations is desirable in order to maintain 
the qualification of the Fund as a regulated investment 
company under the Intermal Revenue Code. 


According to the application, in Fund, Series 1, 
interest and principal (including any prepayment or 
redemption proceeds received in respect of mortgaged- 
backed Obligations) received by the Fund must be paid 
out, less applicable expenses, on the first day of the 
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following month on a pro rata basis to Unitholders of 
record on the seventeenth day of the preceding month. 


Section 14(a) 


Section 14(a) of the Act provides, in part, that no 
registered investment company may make a public 
offering of its securities unless (1) such company has a 
net worth of at least $100,000, (2) it has previously 
made a public offering and at that time has had a net 
worth of $100,000, or (3) arrangements have been made 
for at least $100,000 to be paid in by 25 or fewer 
persons before acceptance of public subscriptions. 


Applicants state that each series, at the date of deposit 
of the underlying Obligations and before any Unit is 
offered to the public, is intended to have a net worth, 
represented by the market value of the Obligations on 
that date, far in excess of $100,000, and that it is the 
intention of the Sponsors to sell all the units to the 
public at a public offering price disclosed in the 
prospectus. Applicants seek an exemption from any 
additional requirement of Section 14(a) that the 
Sponsors invest in $100,000 worth or more of Units of 
each series under an investment letter representing 
that such Units are purchased for investment and not 
for resale to the public (or to make such a private 
placement to outside parties, which Applicants believe 
could only be done on reduced load or no-load basis). 
Applicants assert that any such requirement would 
increase the costs to the Sponsors of marketing Units 
without creating any significant increase in the 
protection of Unitholders. 


Applicants state that, in connection with this request 
for exemption, the Sponsors agree, as a condition to 
such exemption, that they will (1) refund, on demand 
and without deduction, all sales charges to purchasers 
of Units of any series from the Sponsors or from any 
underwriter or dealer participating in the distribution, 
and (2) liquidate the Obligations held by any Fund and 
distribute the proceeds thereof, if, within ninety days 
from the time that the registration statement relating to 
the Units of such Fund shall have become effective 
under the 1933 Act, the net worth of that series shall be 
reduced to less than $100,000, or if such series shall 
have been terminated. The Sponsors further agree to 
instruct the Trustee to terminate such series in the 
event redemption by the Sponsors of unsold Units 
results in such series having a net worth of less than 
40% of the principal amount of Obligations in the 
initial portfolio, and, in the event of any such 
termination, the Sponsors will refund, on demand and 
without reduction, all sales charges to purchasers of 
Units of such Fund from the Sponsors or from any 
underwriters or dealer participating in the distribution. 
The Application states that any future sponsor of the 
Fund will, as a condition to becoming a Sponsor, agree 
to the foregoing undertakings. 


Rule 19b-1 


Rule 19b-1 promulgated under the Act provides, in 
part, that no registered investment company shall 
make more than one long-term capital gains 
distribution in any one taxable year. 


Applicants, however, propose that distributions of 
principal, including any capital gains, and interest on 
the Fund, Series 1, will be made to Unitholders each 
month. Applicants state that distributions of principal 
constituting capital gains to Unitholders may arise in 
the following instances: (1) an issuer might call or 
redeem Obligations held in the portfolio, (2) 
Obligations might be liquidated in order to provide the 
funds necessary to meet redemptions, and (3) 
Obligations may be disposed of in order to maintain 
the qualification of such Fund as a regulated 
investment company under the Internal Revenue Code. 
Applicants assert that it is unlikely that any capital 
gains will arise from sales upon default on payment of 
principal or interest or the occurence of other market or 
credit factors which, in the opinion of the Sponsors 
would make retention of such Obligations in the Fund 
detrimental to the interests of the Unitholders. 
However, Applicants seek an order exempting their 
proposed operations from the requirements of Rule 
19b-1. 


Applicants submit that the dangers against which Rule 
19b-1 is intended to guard, do not exist in the Funds 
situation since the Fund and the Sponsors have no 
control over events which can reasonably be expected 
to trigger capital gains, i.e., the tendering of Units for 
redemption, the prepayment of Obligations or other 
market or credit factors of the issuers. Applicants 
further submit that the regular distribution per Unit is 
fairly constant, and that any capital gains or return of 
capital distributions in the accompanying report by the 
Trustee to Unitholders. Applicants argue that in order 
to comply with the literal requirements of Rule 19b-1, 
each series would be forced to hold any monies 
constituting capital gains from the disposition of 
Obligations until the end of its taxable year, and that 
such a practice would clearly be to the detriment of 
Unitholders. 


Rule 22c-1 


Rule 22c-1 under the Act provides, in part, that 
redeemable securities issued by registered investment 
companies may not be sold, redeemed, or repurchased 
except at a price based on their current net asset value 
(computed on each day during which the New York 
Stock Exchange is open for trading, not less frequently 
than once daily as the time of the close of trading on 
such Exchange) which is next computed after receipt 
of a tender of such security for redemption or of an 
order to purchase or sell such security. 
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Applicants cite two purposes of Rule 22c-1: (1) to 
eliminate or reduce any dilution of the value of 
outstanding redeemable securities of registered 
investment companies occuring through the practice of 
redeeming or repurchasing securities at a price above 
their net asset value or selling securities at a price 
based upon a previously established net asset value 
(“backward pricing”) which permits a potential investor 
to take advantage of an upswing in the market and an 
accompanying increase in the net asset value of 
investment company shares, and (2) to minimize 
speculative trading practices which so compromise 
registered investment companies as to be unfair to the 
holders of their outstanding securities. 


Applicants submit that the Sponsors’ sale and 
repurchase of Units in the secondary market cannot 
possibly dilute the value of outstanding securities, 
since such sales and repurchases in no way involve the 
assets of the Fund. Applicants further submit that the 
only time Fund assets are affected by a secondary 
market transaction is upon redemption, and, in the 
case of redemption, that the Fund states that it will 
continue to follow the daily pricing and forward pricing 
procedures required by Rule 22c-1. 


Applicants assert, however, that interests of investors 
would be impaired by imposing upon them, in 
connection with the Sponsors’ secondary market 
operations, the cost of the additional determinations of 
net asset value which would be required by Rule 22c-1. 
They submit that, when the cost of the additional 
evaluations required by Rule 22c-1 is compared with 
the number of the anticipated daily transactions in the 
Fund, the low volume of the trading would hardly seem 
to justify the loss of income to investors. Applicants 
assert that backward pricing is, given their proposed 
weekly pricing in the secondary market, also a 
necessity, for while a buyer may be willing to wait until 
the end of the day in the initial offering period to learn 
the public offering price (and, more importantly, the 
yield), he will not wait several days. Applicants claim 
that if the Fund is to remain marketable in secondary 
trading, Sponsors must be able to quote a yield to 
prospective buyers. 


Applicants state that they will institute a procedure to 
insure, without additional cost to investors, that an 
investor who wishes to dispose of his Units will never 
receive less than the redemption value by selling his 
Units to the Sponsors. The Application states that the 
Evaluator will determine, without a formal evaluation 
and thus without the expense which a_ formal 
evaluation would impose upon investors, whether the 
bid side evaluation on any day during the week, which 
would be used for redemption purposes, has so 
changed that it might have become higher than or 
equal to the offering side evaluation made on the last 
business day of the preceding week (which is used by 
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the Sponsors for their offers to repurchase Units). The 
Sponsors will obtain from the Evaluator, for each 
series on each trading day, a letter to the effect that, in 
its independent judgment, it can state that the bid side ° 
evaluation is not higher than or equal to the offering 
side evaluation made on the last business day of the 
preceding week; if the Evaluator does not believe that it 
can give such a letter, the Sponsors will order a new 
evaluation. 


Applicants also propose, in order to minimize the risk 
that a purchasing investor may be paying more than he 
would pay if daily evaluations we made, that the 
Evaluator will, without a formal evaluation, also 


determine if the evaluation has decreased by an 
amount greater than or equal to one-half point (or 
approximately $5 in $1,000), anc if it determines that 
such a decrease has occurred it will perform a new 
evaluation which will become the basis for the public 
offering price until the next succeeding evaluation. 


Sponsors state that interest is generally paid on 
Mortgage-backed Obligations of the modified 
pass-through type on a monthly basis, and is 
calculated at the coupon rate of the Obligation based 
on the principal amount of the underlying mortgages 
outstanding at the close of business on the last day of 
the preceding month. They state further that there is a 
period of a few days (usually not more than seven or 
eight business days), beginning on the first day of 
each month, during which the precise amount of the 
various mortgages underlying each of such 
mortgage-backed Obligations has not yet been 
reported by the issuer to the Government National 
Mortgage Association and made generally available in 
the marketplace. Therefore, with respect to the Fund, 
Series 1, and subsequent series which plan to invest in 
portfolios containing such Mortgage-backed Obliga- 
tions, the Sponsors expect that there will be a period of 
a few days during the first part of every month when the 
precise principal amount of such Obligations in the 
portfolios of the Funds will not be known, although the 
precise principal amount as of the close of business on 
the last day of the preceding month will be known. The 
Sponsors expect that the differences in such principal 
amounts from month to month for the Fund will not be 
significant. Nevertheless, the Sponsors will adopt 
procedures as to pricing and evaluation for the Units of 
the Fund which will minimize the impact of such 
differences, with the result that this situation will not 
have, in Applicants’ view, a material impact upon the 
calculation of the public offering price per Unit, the 
repurchase price per Unit in the secondary market or 
the redemption price per Unit. 


Applicants further assert that, while Rule 22c-1 
requires that net asset value be determined as of the 
time of the close of trading on the New York Stock 
Exchange, Inc., (“NYSE”) it is anticipated that only 





rarely will Obligations in the portfolios of the Fund be 
listed on the NYSE and, if so listed, the principal 
market therefore would be over-the-counter. Ap- 
plicants state that the time of the close of trading on 
the NYSE is therefore not necessarily related to the 
evaluation procedures used in determining net asset 
value for the Funds, and that the evaluation procedure 
depends heavily on developments in the over-the- 
counter market during the day on which the evaluation 
is made. Applicants state that the Evaluator has 
indicated that 4:00 p.m. is the proper time for reliable 
evaluations, regardless of the time of the close of 
trading on the NYSE, which is currently 4:00 p.m. but 
which may change from time to time. They therefore 
seek an exemption fromthe provisions of Rule 22c-1, 
both for the initial offering periods and for secondary 
market operations, to permit the evaluation time to 
remain 4:00 p.m., notwithstanding any future change 
in the time of closing of the NYSE. 


Section 6(c) of the Act provides, in part, that the 
Commission may, upon application, conditionally or 
unconditionally exempt any person, security, or 
transaction, or any class or classes of persons, 
securities, or transactions from any provisions of the 
Act or of any rule thereunder, if and to the extent such 
exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 26, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit or, in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10267/June 5, 1978 


In the Matter of 


ARCS EQUITIES CORP. 
850 Third Avenue 
New York, New York 10022 


(812-4106) 


NOTICE OF FILING OF APPLICATION FOR 
AMENDMENT TO ORDER PURSUANT TO SECTIONS 
6(c) AND 6(e) OF THE ACT GRANTING TEMPORARY 
EXEMPTION FROM SECTION 7 AND CERTAIN OTHER 
PROVISIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that Arcs Equities Corp. 


(“Applicant”), a New York corporation, filed an 
application on May 26, 1978, pursuant to Sections 6(c) 
and 6(e) of the Investment Company Act of 1940 
(“Act”), for an amendment to an order of the 
Commission dated February 22, 1978 (investment 
Company Act Rel. 10128), which temporarily exempted 
Applicant from the provisions of Section 7 and certain 
other provisions of the Act from May 13, 1977, to June 
30, 1978. Applicant seeks an amendment to the earlier 
order to extend the temporary exemption from June 30, 
1978, until the earlier of August 31, 1978, or such time 
as the Commission has acted upon Applicant’s original 
application under Sections 3(b)(2) and 6(c) of the Act. 
The original application was filed by Applicant and 
Federated Capital Management Associated, Inc., a 
Delaware corporation, which merged into Applicant in 
January 1978 for an order of the Commission declaring 
that they are not investment companies or, in the 
alternative, declaring that they are exempt from all 
provisions of the Act. All interested persons are 
referred to the application for amendment to the prior 
order on file with the Commission for a statement of 
Applicant’s representations, which are summarized 
below. 


Applicant states that as part of the Consent and 
Undertaking (“Consent”), which is incorporated in the 
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Final Judgment of Permanent Injunction and Other 
Equitable Relief entered against Applicant in 
connection with the settlement of the litigation 
commenced by the Commission in January 1978 
against Applicant and others, Applicant was required 
to appoint two additional new independent Directors 
and establish an audit committee of the Board of 
Directors of Applicant composed of such new 
independent Directors. The new Directors shali have 
the responsibility, among other things, to review as to 
fairness to Applicant and Applicant’s stockholders, 
and to recommend to the Board of Directors of 
Applicant the approval or disapproval of proposed 
sales or purchases of Applicant’s securities by 
Applicant, as well as proposed transactions between 
Applicant and Bates Manufacturing Company, 
Incorporated (“Bates”) and any proposed transactions 
whereby Applicant will be liquidated, dispose of all or 
substantially all of its assets or otherwise cease to 
exist. To date, Applicant has appointed only one new 
independent Director and is in the process of 
appointing a second. 


Applicant states that as part of the Consent, it has also 
granted to Bates an option to acquire 135,000 shares of 
Bates Common Stock owned by Applicant at a price of 
$31 per share. The option, which originally expired on 
May 18, 1978, was extended by stipulation executed by 
all parties to the aforementioned litigation and court 
order to August 31, 1978, or until such earlier date as 
Applicant shall be liquidated, or until an earlier date 
determined by court order. On May 16, 1978, the Board 
of Directors of Bates took action to approve the 
exercise of the option as to all 135,000 shares of Bates 
Common Stock, such exercise to be effective on 
August 31, 1978, or at an earlier date as provided for by 
court order. 


Applicant represents that since the execution of the 
Consent, it has been proceeding diligently to comply 
with the terms and provisions of the Consent and to 
complete the formulation of a Plan of Complete 
Liquidation and Dissolution (“Plan”). Applicant further 
represents that, upon completion, the Plan will be 
reviewed and considered by the audit committee and 


the Board of Directors of Applicant and submitted to 
stockholders. 


Applicant seeks to amend the prior exemptive order to 
extend the period of temporary exemption of Applicant 
from the provisions of Section 7 and certain other 
provisions of the Act for the following reasons. In 
connection with the exercise of the option granted by 
Applicant to Bates for Bates to purchase from 
Applicant 135,000 shares of Bates Common Stock, 
certain tax questions affecting Applicant have been 
raised which Applicant states were not previously 
foreseen. It is represented that this matter is currently 
under study, particularly the applicability of personal 
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holding company provisions of the Internal Revenue 
Code to the transaction if it occurs prior to the 
liquidation of Applicant. In that event, it may result ina 
penalty tax imposition upon Applicant, which would be ‘ 
deterimental to Applicant’s stockholders. 


Moreover, it is asserted that the Applicant’s 
independent auditors have raised questions con- 
cerning the form and presentation of Applicant’s 
financial statements in light of the prospective 
formulation by Applicant of the Plan. These 
considerations include the carrying value of the Bates 
securities owned by Applicant in these circumstances. 
These questions must be considered and resolved by 
the auditors and Applicant and its Board of Directors 
prior to completion of proxy material for stockholders 
of Applicant to consider the Plan. It is contended that 
the Plan and its terms and provisions are directly 
affected by the foregoing considerations, and the 
resolution thereof may necessitate additional changes 
in the proposed Plan. 


For these reasons, Applicant contends that there is 
insufficient time before June 30, 1978, to prepare and 
file preliminary and definitive proxy material for a 
meeting of the stockholders of Applicant to consider 
and vote upon the Plan, to solicit proxies from such 
stockholders prior to such meeting within the period 
prescribed by the laws of the State of New York, and to 
liquidate Applicant if the Plan is approved by its 
stockholders. 


Section 6(c) of the Act provides that the Commission, 
by order upon application, may conditionally or 
unconditionally exempt any person from any provision 
or provisions of the Act, if and to the extent that such 
exemption is necessary or appropriate in the public 
interest, and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


Section 6(e) of the Act provides that, if, in connection 
with any order under Section 6 exempting any 
investment company from Section 7, the Commission 
deems it necessary or appropriate in the public interest 
or for the protection of investors that certain specified 
provisions of the Act pertaining to registered 
investment companies shall be applicable in respect of 
such company, the provisions so specified shall apply 
to such company, and to other persons in their 
transactions and relations with such company, as 
though such company were a registered investment 
company. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 29, 1978, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
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request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he he 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy cf such 
request shall be served personally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10268/June 6, 1978 


In the Matter of 


INTEGON GROWTH FUND CORPORATION 
420 North Spruce Street 
Winston-Salem, North Carolina 27102 


(811-915) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
INVESTMENT COMPANY ACT OF 1940 DECLARING 
THAT THE APPLICANT HAS CEASED TO BE AN 
INVESTMENT COMPANY. 


On May 4, 1978, a notice was issued (Investment 
Company Act Release No. 10231) stating that Integon 
Growth Fund Corporation (“Applicant”), registered 
under the Investment Company Act of 1940 (“Act”) as 


an open-end, diversified management investment 
company, filed an application on March 27, 1978, 


pursuant to Section 8(f) of the Act, for an order of the 
Commission declaring that the Applicant has ceased to 
be an investment company as defined in the Act 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the Applicant has ceased to be an _ investment 
company. Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of Integon Growth Fund 
Corporation under the Act shall forthwith cease to be in 
effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10269/June 6, 1978 


In the Matter of 
WEEDEN CORPORATE BOND TRUST 
WEEDEN TAX EXEMPT BOND TRUST 


C/O WEEDEN & CO. 
25 Broad Street 
New York, New York 10004 


(812-4288) 


ORDER PURSUANT TO SECTION 6(c) OF THF ACT 
GRANTING EXEMPTION FROM THE PROVISIONS OF 
SECTION 22(d) OF THE ACT. 


On May 12, 1978, a notice was issued (Investment 
Company Act Release No. 10239) of an application 
filed on April 4, 1978, by Weeden Corporate Bond Trust 
and Weeden Tax Exempt Bond Trust (“Applicants”), 
unit investment trusts registered under the Investment 
Company Act of 1940 (“Act”), pursuant to Section 6(c) 
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of the Act, for an order of the Commission exempting 
Applicants from the provisions of Section 22(d) of the 
Act to the extent necessary to permit the investment’ 
pursuant to an automatic reinvestment option of 
income and principal distributions made to 
certificateholders of predecessor series of the 
Applicants at a reduced sales charge into units of a 
subsequent series of the respective Applicants, or into 
units or a previously formed series which have been 
purchased in the secondary market. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
granting of the requested exemption is appropriate in 
the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 22(d) of the Act, to the extent requested, be, 
and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10270/June 6, 1978 


In the Matter of 


NATIONAL GOVERNMENT SECURITIES TRUST, 
FIRST GNMA SERIES AND SIMILAR AND 
SUBSEQUENT SERIES 


C/O THOMSON McKINNON SECURITIES INC. 
One New York Plaza 

New York, New York 10004 

(812-4304) 
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NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR ORDER GRANTING _ 
EXEMPTION FROM SECTION 14(a) OF THE ACT AND , 

RULES 19b-1 AND 22c-1 THEREUNDER , 


NOTICE IS HEREBY GIVEN that National Government 
securities Trust, First GNMA Series and Similar and 
Subsequent Series (“Applicant”), a unit investment 
trust registered under the Investment Company Act of 
1940 (“Act”), filed an application on May 5, 1978, and 
an amendment thereto on June 6, 1978, pursuant to 
Section 6(c) of the Act for exemption from the 
provisions of Section 14(a) of the Act and Rules 19b-1 
and 22c-1 under the Act. All interested persons are 
referred to the application on file with the Commission 
for a statement of the representations therein, which 
are summarized below. 


Applicant is composed of unit investment trusts which 
will be organized under the laws of the Commonwealth 
of Massachusetts as set forth below. Thomson 
McKinnon Securities Inc. and Piper, Jaffray & 
Hopwood Incorporated presently act as Sponsors of 
the Applicant. The public sale of the fractional 
undivided interests in such trusts (the “Units”) may be 
made through the Sponsors as sole Underwriters or 
through an underwriting account. 


Each Series of the Applicant will be governed by a trust 
agreement for that Series (hereinafter called the “Trust 
Agreement”) under which the Sponsors (or any 
succeeding sponsor or sponsors) will act as such, 
United States Trust Company of New York will act as 
Trustee, State Street Bank and Trust Company 
(Boston, Massachusetts) will act as co-Trustee, and 
Interactive Data Services, Inc., will act as Evaluator. In 
the case of subsequent Series and subject to 
compliance with the applicable provisions of the Trust 
Agreements relating thereto, other firms may act as 
Sponsor or Sponsors in addition to or in substitution 
for the Sponsors listed above, the public sale of the 
Units may be accomplished through the Sponsors as 
sole underwriters or through an underwriting account, 
which shall include other investment banking firms (all 
such firms are sometimes hereinafter collectively 
called the “Sponsors”). The Sponsors listed above 
have agreed that if none of the Sponsors listed above 
would remain a Sponsor as a result of any such 
proposed substitution, the Sponsors shall, as a 
condition to such substitution, cause to be filed a new 
Registration Statement under the Act concerning the 
Applicant. Also, in future Series a different bank may 
act as co-Trustee or as Trustee and a different 
evaluating firm may act as Evaluator. The Trust 
Agreement for each Series will contain terms and 
conditions of trust common to all Series. 


Pursuant to the Trust Agreement, the Sponsors will 
deposit with the Trustee not less than $3,000,000 





principal amount of securities backed by the full faith 
and credit of the United States, including contracts and 
funds (represented by cash, cash equivalents and/or 
an irrevocable letter of credit issued by a major 
commercial bank) for the purchase of such obligations 
(hereinafter called the ‘‘Securities’’), which the 
Sponsors shall have accumulated for such purpose. 
After such deposit, the Trustee will deliver to the 
Sponsors registered certificates for Units (at the rate of 
approximately one Unit for each $1,000 principal 
amount or par or liquidation value of the Securities 
deposited) representing the entire ownership of the 
Series. Following the deposit, an amendment which 
forms the basis for the final prospectus relating to the 
Series will be filed with the Commission. 


The application states that the Units will then be 
offered for sale to the public by the Sponsors 
separately through a final prospectus at the public 
offering prices set forth therein plus the sales charges 
specified. The sales charges may vary in the case of 
subsequent Series which may or may not be offered in 
conjunction with the securities of other investment 
companies. The public offering prices are based upon 
the aggregate offering side evaluation of the underlying 
Securities in the Trust portfolio, plus a sales charge. 
Aggregate offering side evaluation of the Securities is 
to be determined by the Evaluator on each business 
day during the initial public offering period and on the 
last business day of each week upon completion of the 
initial public offering as of the Evaluation Time (the 
“Evaluation Time’) set forth in the Prospectus for each 
Series (in the case of the First GNMA Series, 3:30 
p.m., New York time), effective for all sales made 
during the preceding 24 hours or the following week, 
respectively. 


The Sponsors will accumulate the Securities for the 
purpose of deposit in the Applicant’s First GNMA 
Series and a similar procedure of accumulating the 
Securities will be followed for each future Series. The 
Securities to be deposited in the First GNMA Series 
will primarily be mortgage-backed securities of the 
modified pass-through type fully guaranteed as to 
principal and interest by the Government National 
Mortgage Association, although up to 20% of the 
portfolio of such Series may be other types of 
securities backed by the full faith and credit of the 
United States. The application states that it is possible 
that subsequent Series will contain Securities issued 
or guaranteed by the United States Government or 
other United States Government agencies or 
instrumentalities. The Securities for the First GNMA 
Series will be selected on the basis of (i) the types of 
such securities available, (ii) the prices and yields of 
such securities relative to other comparable securities, 
and (iii) the maturities of such securities. 


The application states that while the Sponsors are not 
obligated to do so, it is their present intention to 
maintain a market for Units of each Series of the 
Applicant and continuously to offer to purchase Units 
at prices based upon the aggregate offering price of the 
underlying Securities. 


Section 14(a) 


Section 14(a) of the Act, in substance, provides that no 
registered investment company and no principal 
underwriter for such a company shall make a public 
offering of securities of which such company is the 
issuer unless (1) the company has a net worth of at 
least $100,000; (2) at the time of a previous public 
offering it had a net worth of $100,000 or (3) provision 
is made that a net worth of $100,000 will be obtained 
from not more than twenty-five responsible persons 
within ninety days, or the entire proceeds received, 
including sales charge, will be refunded. 


Applicant asserts that Section 14(a) of the Act is 
intended to limit the formation of undercapitalized 
investment companies. Applicant states that it is 
intended that each Series, at the date of deposit and 
before any Unit is offered to the public, will have a net 
worth far in excess of $100,000, that the Sponsors 
intend to sell all Units to the public at offering prices 
disclosed in the prospectus for such Series, that it is 
intended that a secondary market for the Units be 
maintained, and that interest rates and other applicable 
information concerning the underlying Securities will 
be disclosed in the Prospectus. 


The Sponsors have agreed to the requested exemption 
being subject to the condition that they will refund, on 
demand and without deduction, all sales charges paid 
by purchasers of Units in the initial public offering of a 
Series if, within 90 days from the time that the 
Registration Statement relating to such Series 
becomes effective, either (i) the net worth of such 
Series shall be reduced to less than $100,000, or (ii) 
such Series shall have been terminated. The Sponsors 
have further agreed to instruct the Trustee on the date 
of deposit of each Series that in the event that 
redemption by the Sponsors of Units constituting a 
part of the unsold Units of a Series shall result in that 
Series having a net worth of less than $500,000, the 
Trustee shall terminate such Series in the manner 
provided in the Trust Agreement and distribute any 
Securities or other assets deposited with the Trustee in 
connection with such Series pursuant to the Trust 
Agreement as provided therein. The Sponsors further 
agree, in such event, to refund any sales charges to any 
purchaser of Units purchased from the Sponsors or any 
dealer participating in the underwriting on demand and 
without deduction. 
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Rule 19b-1 


Rule 19b-1(a) provides, in part, that no registered 
investment company which is a “regulated investment 
company” as defined in Section 851 of the Internal 
Revenue Code shall make more than one distribution of 
long-term capital gains in any one taxable year of such 
investment company. 


Applicant proposes to make monthly distributions of 
principal and interest to Unit holders. Applicant states 
that distributions of principal constituting capital 
gains to Unit holders may arise in three instances: (1) if 
an issuer calls or redeems a Security held in the 
portfolio, the sums received will be distributed to Unit 
holders on the next distribution date; (2) if Units are 
redeemed by the Trustee and Securities from the 
portfolio are sold to provide the funds necessary for 
such redemption each Unit holder will receive his pro 
rata portion of the proceeds from the securities sold; 
and (3) if Securities are disposed of in order to 
maintain the qualification of such Series as a regulated 
investment company under the Internal Revenue Code. 
In such instances, a Unit holder may receive in his 
distribution funds which constitute capital gains 
because the value of the Securities redeemed or sold 
may have increased since the date of initial deposit. 


Applicant states that the dangers against which Rule 
19b-1 is intended to guard will not exist in connection 
with any Series of Applicant, because neither 
Applicant nor the Sponsors has control over the events 
which could trigger capital gains. Applicant seeks to 
make a combined distribution of principal, including 
capital gains, and interest each month, and states that 
any capital gains in such distribution will be clearly 
indicated as such in accompanying reports to Unit 
holders. Applicant further notes that paragraph (b) of 
Rule 19b-1 provides that a unit investment trust may 
distribute capital gain dividends received from a 
“regulated investment company” within a reasonable 
time after receipt. Applicant states that the purpose 
behind such provision is to avoid forcing unit 
investment trusts to accumulate valid distributions 
received throughout the year and distribute them only 
at year end. Applicant further alleges that its situation 
places it squarely within the purpose of such provision. 
In order to comply with the literal requirements of the 
Rule, however, Applicant would be forced to hold any 
moneys which would constitute capital gains upon 
distribution until the end of its taxable year. Applicant 
contends that such a practice would clearly be to the 
detriment of the Unit holders. 


Rule 22c-1 

Rule 22c-1 provides, in part, that redeemable securities 
of registered investment companies may be sold, 
redeemed, or repurchased at a price based on the 
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current net asset value (computed on each day during 
which the New York Stock Exchange is open for trading _ 
not less frequently than once daily as of the time of the | 
close of trading on such Exchange) which is next 
computed after receipt of a tender of such security for 
redemption or of an order to purchase or sell such 
security. 


Applicant states that the Rule has two purposes: (1) to 
eliminate or to reduce any dilution of the value of 
outstanding redeemable securities of registered 
investment companies which would occur through the 
redemption or repurchase of such securities at a price 
above their net asset value or the sale of such 
securities at a price based on a previously established 
net asset value of the securities; and (2) to minimize 
speculative trading practices in the securities of 
registered investment companies. 


Applicant represents that the Sponsors intend to 
maintain a market for the Units and continuously to 
offer to purchase Units, at prices in excess of 
redemption prices. For purposes of the secondary 
market transactions, an evaluation will only be made 
once each week. Applicant asserts that the sale and 
repurchase of Units of the Applicant in the secondary 
market cannot dilute the value of outstanding 
securities. Such sales and repurchases will be made 
only by the Sponsors and not the Trustee and in no way 
involve the assets of any Trust. 


Applicant claims that public Unit holders benefit from 
the Sponsors’ pricing procedure in the secondary 
market, becuase they receive a normally higher 
repurchase price for their units without the cost burden 
of daily evaluation of the Unit redemption price. 
Moreover, the application states that the Sponsors 
have undertaken to adopt a procedure whereby the 
Evaluator, without a formal evaluation, will provide the 
Sponsors with estimated evaluations on trading days. 
In the case of a repurchase, if the Evaluator cannot 
state that the previous Friday’s price is at least equal to 
the current bid price, the Sponsors will order a full 
evaluation. In case of resale, if the Evaluator cannot 
state that the previous Friday’s price is no more than 
one-half point greater than the current offering price, a 
full evaluation will be ordered. 


Applicant states that interest is generally paid on 
mortgage-backed securities of the modified pass- 
through type on a monthly basis, and is calculated at 
the coupon rate of the securities based on the principal 
amount of the underlying mortgages outstanding at the 
close of business on the last day of the preceding 
month. Applicant further states that there is a period of 
a few days (usually not more than 7 or 8 business days) 
beginning on the first day of each month, during which 
the precise amount of the various mortgages 
underlying each of such mortgage-backed securities 





has not yet been reported by the issuer to the 
Government National Mortgage Association and made 
generally available in the market-place. Therefore, 
according to Applicant, with respect to the First GNMA 
~ Series and any subsequent Series which plan to invest 
in portfolios containing mortgage-backed securities, 
the Sponsors expect that there will be a period of a few 
days during the first part of every month when the 
precise principal amount of such securities in the 
portfolio of the Series will not be known, although the 
precise amount as of the close of business furnished 
on the last day of the preceding month will be known. 
Applicant states that the Sponsors expect that the 
differences in such principal amounts from month to 
month for any Series will not be significant. 
Nevertheless, according to Applicant, the Sponsors 
will adopt procedures as to pricing and evaluation for 
the Units of each Series as set forth in the application 
with such modifications, if any, as they deem 
necessary for the protection of Unit holders, which will 
minimize the impact of differences, with the result that 
this situation will not have, in Applicant’s view, a 
material impact upon the calculation of the public 
offering price per Unit, the repurchase price per Unit in 
the secondary market or the redemption price per Unit. 


Finally, Rule 22c-1 requires that net asset value be 
determined as of the time of the close of trading on the 
New York Stock Exchange. Applicant asserts that it is 
anticipated that only rarely will Securities in the 

\ portfolios of the various Series be listed on the New 
York Stock Exchange and, if so listed, the principal 
market therefor would be over-the-counter. it is 
contended that the time of the close of trading on the 
New York Stock Exchange therefore bears little 
relationship to the evaluation procedures used in 
determining net asset value for the Series. Since the 
evaluation procedure depends heavily on developments 
in the over-the-counter market during the day on which 
the evaluation is made, Applicant asserts that the 
Evaluator has indicated that 3:30 p.m. is the most 
reliable time for evaluations, regardless of the time of 
the close of trading on the New York Stock Exchange, 
which may change from time to time. 


Section 6(c) of the Act provides, in part, that the 
Commission may conditionally or unconditionally 
exempt any person, security, or transaction, or any 
class or classes of persons, securities, or transactions 
from any provisions of the Act or of any rule or 
regulation under the Act, if and to the extent such 
exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than June 28, 1978, at 5:30 p.m., 
‘submit to the Commission in writing a request for a 


hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant(s) at the address(es) stated above. Proof of 
such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether 
a hearing is ordered, will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10271/June 7, 1978 


In the Matter of 


_ AMERICAN UTILITY SHARES, INC. 


and 


LORD ABBETT INCOME FUND, INC. 
63 Wall Street 
New York, New York 10005 


(812-4307) 


NOTICE OF FILING OF APPLICATION FOR ORDERS 
PURSUANT TO SECTION 17(b) OF THE ACT TO 
EXEMPT A PROPOSED MERGER FROM SECTION 
17(a), PURSUANT TO SECTION 17(d) AND RULE 17d-1 
THEREUNDER TO PERMIT SUCH MERGER, AND 
PURSUANT TO SECTION 6(c) TO EXEMPT AN 
ISSUANCE OF SHARES FROM SECTION 22(c) AND 
RULE 22c-1 THEREUNDER AND FROM SECTION 22(d) 


NOTICE IS HEREBY GIVEN that American Utility 
Shares, Inc. (“American Utility”), a closed-end, 
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diversified investment company registered under the 
Investment Company Act of 1940 (“Act”) and Lord 
Abbett Income Fund, Inc. (“Lord Abbett Income”), an 
open-end, diversified investment company registered 
under the Act (collectively “Applicants”), filed an 
application on May 10, 1978, and amendments thereto 
on May 30, 1978, and on June 5, 1978, for orders, 
pursuant to Section 17(b) of the Act, exempting from 
Section 17(a) of the Act the proposed merger of 
American Utility and Lord Abbett Income; pursuant to 
Section 17(d) of the Act and Rule 17d-1 thereunder, 
permitting American Utility and Lord Abbett Income to 
participate in the proposed merger; and pursuant to 
Section 6(c) of the Act, exempting the issuance of 
shares of Lord Abbett Income from Section 22(c) of the 
Act and Rule 22c-1 thereunder and from Section 22(d) 
of the Act. All interested persons are referred to the 
application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


Applicants represent that, on March 31, 1978, 
American Utility had net assets of $18,758,040 and 
Lord Abbett Income had net assets of $26,073,681. 
American Utility’s primary objective is current income 
from dividends and interest and its secondary objective 
is capital appreciation. At least 80% of the total assets 
of American Utility must be invested in equity or debt 
securities of public utility companies engaged in the 
production, transmission and distribution of elec- 
tricity, gas and water and in providing communications 
services. American Utility may, however, hold some or 
all of its assets in short-term securities when American 
Utility believes that a defensive position is advisable. 
Lord Abbett Income’s investment objective is to 
provide its stockholders with a high current invome 
with relatively low risk of price decline. Lord Abbett 
Income may not concentrate investments in any one 
industry and does not intend to invest more than 25% 
of its assets in any one industry, although 
concentration could under unusual economic and 
market conditions amount to more than 25%. 


Applicants state that American Utility proposes to 
merge into Lord Abbett Income, with Lord Abbett 
Income as the surviving corporation. On the effective 
date of such merger, shares of capital stock of 
American Utility will be converted into full and 
fractional shares of capital stock of Lord Abbett 
Income having the same aggregate net asset value as 
the shares being converted. No adjustment in the net 
asset values of the Applicants will be made to reflect 
any potential federal income tax impact on the 
stockholders of the Applicants which may result from 
differences between the Applicants in the ratio of each 
Applicant’s net realized or unrealized capital 
appreciation or depreciation to its net asset value. Net 
asset values will be determined for the purpose of the 
conversion ratio as of the close of business on the 


1344/SEC DOCKET 


business day next preceding the effective date of the 
merger. No sales charge will be payable upon the 
conversion of shares. Stockholders of Lord Abbett , 
Income will continue to hold the same number of © 
shares of capital stock of Lord Abbett Income after the 
merger. Stockholders of Applicants will have no 
appraisal rights in connection with the merger but they 
will have the right to have their shares redeemed after 
the merger at current net asset value in accordance 
with the Act. 


Applicants state that American Utility has agreed to 
sell up to $4 million of its portfolio securities of electric 
utility issuers in order to insure that the surviving 
corporation will not have more than 25% of its assets 
invested in any. one industry. If sales in excess of $4 
million are required to meet this investment restriction, 
Lord Abbett Income will make such sales from its 
portfolio prior to the effective date of the merger. 
Applicants estimate that the expenses to be borne by 
American Utility (including the expenses of selling a 
portion of its electric utilities portfolio) will 
approximate $75,000 and that the expenses to be borne 
by Lord Abbett Income will approximate $78,000. 


Section 17(a) of the Act provides, in part, that it is 
unlawful for an affiliated person of a registered 
investment company, or any affiliated person of such a 
person, acting as principal, knowingly to sell to or 
purchase from such registered investment company 
any security or other property. Section 2(a)(3) of the 
Act provides, in part, that an affiliated person of 
another person means any person directly or indirectly 
controlling, controlled by, or under common control 
with, such other person. Section 17(b) of the Act 
provides, in part, that the Commission shall exempt a 
proposed transaction from the provisions of Section 
17(a) if evidence establishes that the terms of the 
proposed transaction, including the consideration to 
be paid or received, are fair and reasonable and do not 
involve overreaching on the part of any person 
concerned, and that the proposed transaction is 
consistent with the policy of each registered 
investment company concerned and with the general 
purposes of the Act. 


Applicants state that each may be deemed to be an 
affiliated person of the other because each has an 
investment management agreement with Lord Abbett 
and because Applicants have certain officers and a 
director in common with one another who are affiliated 
with Lord Abbett. Accordingly, Applicants request an 
order, pursuant to Section 17(b) of the Act, exempting 
the proposed merger from the provisions of Section 
17(a) of the Act. 


Applicants represent that the terms of the merger are 
the result of arms-length. negotiations by those 


directors of Applicants who are not “interested 





persons” (as defined by the Act) of Lord Abbett or of 
either Applicant. No such director of either Applicant is 
a director of the other Applicant. Each Applicant was 
represented in the negotiations by separate legal 
counsel. 


In the case of American Utility, the proposed merger 
was unanimously approved by the board of directors as 
the best method of implementing a _ stockholder 
resolution adopted on November 3, 1977, requesting 
that the board take the steps necessary to provide that 
American Utility become an open-end investment 
company. Applicants represent that a committee of 
directors who were not “interested persons” of Lord 
Abbett or either Applicant recommended merger with 
Lord Abbett Income to the board after conducting a 
study of alternatives and after evaluating other 
investment companies with similar investment 
objectives as merger candidates. 


In the case of Lord Abbett Income, the proposed 
merger was unanimously approved by its board of 
directors at the recommendation of a merger 
committee consisting of two directors who were not 
“interested persons” of Lord Abbett or either 
Applicant. Applicants contend that, assuming certain 
redemptions after the merger and a 1/2 of 1% advisory 
fee, which is being voted on separately by Lord Abbett 
Income stockholders, the increase in assets resulting 
from the merger would lower the ratio of expenses to 
assets from 1.0386% for 1977 to an estimated 0.9737% 
after the merger by spreading the fixed and semi-fixed 
expenses of Lord Abbett Income over a greater asset 
base. An increase in assets could also result in an 
increase in saiés of Lord Abbett Income capital stock, 
which could permit a further reduction in the per share 
expense ratio and provide additional assets for 
portfolio expansion. 


Applicants further submit that the terms of the merger 
are reasonable and fair and do not involve overreaching 
on the part of any person in that on the effective date of 
the merger, shares of capital stock of American Utility 
will be converted into full and fractional shares of 
capital stock of Lord Abbett Income having the same 
aggregate net asset value as the shares being 
converted without the payment of any commission. 


Applicants further submit that the bearing of expenses 
in connection with the merger is fair and reasonable in 
that each Applicant will pay its own expenses in 
connection with the merger with two exceptions: (1) 
American Utility has agreed to pay the filing fee for the 
order of the Commission requested by this application 
and registration fees under state securities laws and (2) 
Applicants have agreed to share equally printing 
expenses (other than for the printing of copies of 
definitive proxy material). Applicants assert that the 
bearing of certain expenses and the required sale of 


electric utility securities by American Utility is 
reasonable and fair in that such requirement was the 
subject of arms-length bargaining between the 
non-interested directors of each Applicant, after taking 
into account the relative benefits to the parties, and, in 
the case of the sale of portfolio securities, the 
fundamental policy of the surviving corporation. 


Applicants submit that, if approved by stockholders, 
the proposed merger will be consistent with the policy 
of each of the Applicants and with the general 
purposes of the Act. At the present time, the 
investment objectives of the Applicants are 
substantially similar, although not identical, since the 
primary objective of each Applicant is current invome. 


Section 17(G) of ihe Act and Rule 17d-1 thercunder 
prohibit any affiliated person of a registered 
investment company, or any affiliated person of such a 
person, acting as principal, from effecting any 
transaction in which such investment company is a 
joint participant, unless an application has been filed 
with the Commission and has been granted by order. In 
passing upon such applications, the Commission will 
consider whether the participation of such registered 
company in such arrangement, on the basis proposed, 
is consistent with the provisions, policies and 
purposes of the Act, and the extent to which such 
participation is on a basis different from, or less 
advantageous than, that of other participants. 


Applicants have requested an order pursuant to 
Section 17(d) of the Act and Rule 17d-1 thereunder to 
permit the proposed merger. Applicants submit that 
the merger is consistent with the provisions, policies, 
and purposes of the Act and that the participations 
therein are on bases appropriate in the public interest 
and consistent with the protection of investors in that 
the terms are reasonable and fair and the result of 
arms-length negotiations between the non-interested 
directors of Applicants, as discussed above. 


Section 22(c) of the Act and Rule 22c-1 thereunder 
prohibit registered investment companies from issuing 
redeemable securities except at a price based on the 
current net asset value of such securities which is next 
computed after receipt of an order to purchase. 
Because, in the proposed merger, the conversion ratio 
will be determined as of the close of business on the 
business day immediately preceding the effective date 
of the merger, the issuance by Lord Abbett Income of 
shares of its capital stock upon coiisummation of the 
merger may not comply with Rule 22c-1. 


Section 6(c) of the Act provides that the Commission, 
upon application, may exempt a transaction from any 
provision of the Act or rule thereunder if it finds that 
such exemption is necessary or appropriate in the 
public interest and consistent with the protection of 
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investors and the purposes fairly intended by the policy 
and provisions of the Act. 


Lord Abbett Income requests an exemption from 
Section 22(c) and Rule 22c-1 thereunder asserting that 
the timing of the determination of the conversion ratio 
is necessary to allow each Applicant adequate time to 
prepare for the closing with respect to the merger. Lord 
Abbett Income does not believe that computation of 
the conversion ratio immediately prior to the effective 
date of the merger will give rise to the type of 
speculative activity which Rule 22c-1 was designed to 
prohibit. Therefore, Lord Abbett Income submits that 
the granting of the exemption requested is necessary 
and appropriate, is in the public interest and is 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


Section 22(d) of the Act provides, in pertinent part, that 
registered open-end investment companies may sell 
their shares only at a current public offering price 
described in the prospectus. Because shares of capital 
stock of Lord Abbett Income will be issued upon 
consummation of the merger without the imposition of 
the sales charge provided in the Lord Abbett Income 
prospectus, Lord Abbett Income requests an 
exemption, pursuant to Section 6(c), from the 
provisions of Section 22(d). Lord Abbett Income 
asserts that the granting of the exemption requested 
is necessary and appropriate, is in the public interest 
and is consistent with the protection of investors and 
the purposes fairly intended by the policy and 
provisions of the Act. Although stockholders of 
American Utility will not be required to pay the sales 
charge which is payable by investors in Lord Abbett 
Income, Lord Abbett Income believes that this is 
justified by reason of (a) the saving of brokerage 
commissions that would be payable had the same 
amount of shares been issued for cash, and (b) the 
potential benefits to stockholders of Lord Abbett 
Income resulting from the merger. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than July 3, 1978, at 5:30 p.m., 
submit to the Commission in writing a request ior a 
hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit or, in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
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Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter ‘ 
orders a hearing upon request or upon the \_ 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10272/June 7, 1978 


In the Matter of 


ADMIRALTY FUND 
COMPETITIVE CAPITAL FUND 


SEABOARD LEVERAGE FUND 
and 


THE INCOME FUND OF BOSTON, INC. 
One New York Plaza 
New York, New York 10004 


(811-765) 
(811-1588) 
(811-1404) 
(811-658) 


ORDER PURSUANT TO SECTION 8&(f) OF THE ACT 
DECLARING THAT COMPANIES HAVE CEASED TO 
BE INVESTMENT COMPANIES 


Oppenheimer A.I.M. Fund, Inc., and Oppenheimer 
Income Fund of Boston, Inc., filed an application on 
behalf of Admiralty Fund (“Admiralty”), Competitive 
Capital Fund (“Competitive”), Seaboard Leverage Fund 
(“Seaboard”), and The Income Fund of Boston, Inc: 
(“IFOB”) (hereinafter referred to with Admiralty, 
Competitive, and Seaboard as the “Applicants”), 
registered under the Investment Company Act of 1940 
(the “Act”) as diversified, open-end management 
investment companies, on May 20, 1977, and an’ 





ro 


amendment thereto on October 18, 1977, for an order of 
the Commission pursuant to Section 8(f) of the Act, 
declaring that Applicants have ceased to be investment 
companies as defined in the Act. 


On May 2, 1978, a notice (Investment Company Act 
Release No. 10230) was issued of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No 
request for a hearing has been filed, and the 
Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
the Applicants have ceased to be investment 
companies as defined in the Act. Accordingly, 


IT IS HEREBY ORDERED, pursuant to Section 8(f) of 
the Act, that the registrations of Admiralty Fund, 
Competitive Capital Fund, Seaboard Leverage Fund 
and The Income Fund of Boston, Inc., shall forthwith 
cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to deiegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10273/June 7, 1978 


In the Matter of 


STATE STREET INVESTMENT CORPORATION 
225 Franklin Street 
Boston, Massachusetts 02110 


(812-4284) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING AN EXEMPTION FROM THE PROVISIONS 
OF SECTION 22(d) OF THE ACT 


On May 11, 1978, a notice was issued (investment 
Company Act Release No. 10238) of an application 
filed by State Street Investment Corporation (“Fund”), 
an open-end, diversified management investment 
company registered under the Investment Company 
Act of 1940 (“Act”), pursuant to Section 6(c) of the Act, 
for an order of the Commission exempting the Fund 


from the provisions of Section 22(d) of the Act to 
permit a proposed exchange of the Fund’s shares at 
approximately net asset value for substantially all of 
the assets of The D.P. Company, Inc., a personal 
holding company. 


The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter has been considered, and it is found that 
the granting of the requested exemption is appropriate 
in the public interest and consistent with the 
protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 
Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 22(d) of the Act, to the extent requested, be 
and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant tc delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 10274/June 8, 1978 


In the Matter of 


NARRAGANSETT CAPITAL CORPORATION 
40 Westminster Street 
Providence, Rhode Island 02903 


(812-4238) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED TRANSACTION FROM THE 
PROVISIONS OF SECTION 17(a) OF THE ACT, AND 
PURSUANT TO SECTION 17(d) AND RULES 17d-1 
THEREUNDER PERMITTING PARTICIPATION IN 
PROPOSED TRANSACTION. 


On May 12, 1978, notice was given (investment 
Company Act Release No. 10240) of an application 
filed on December 1, 1977, and amended on May 3, 
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1978 and May 12, 1978, by Narragansett Capital 
Corporation (“Narragansett”), registered under the 
Investment Company Act of 1940 (“Act”) as a 
closed-end, non-diversified management investment 
company, for an order of the Commission, pursuant to 
Section 17(a) of the Act, and permitting, pursuant to 
Section 17(d) of the Act and Rule 17d-1 thereunder, (1) 
a proposed sale of the C-K division of Photo Systems, 
Inc. (“Photo Systems”), a company controlled by 
Narragansett to Sound Color Corporation (“SCC”), 
another controlled subsidiary of Narrangansett to be 
formed and owned by, in addition to Narragansett, 
certain employees of Photo Systems, and (2) the 
restructuring and refinancing of Narragansett’s 
investment in Photo Systems (such sale, restructuring 
and refinancing hereafter referred to as the 
“Reorganization”). 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing of 
the application would be issued as of course unless a 
hearing should be ordered. No request for a hearing 
has been filed and the Commission has not ordered a 
hearing. 


The matter of having been considered, it is found, on 
the basis of the information stated in the application, 
that the terms of the proposed sale of the C-K division, 
including the consideration to be paid or received, are 
reasonable and fair and do not involve overreaching on 
the part of any person concerned, and that the 
proposed sale is consistent with the policy of 
Narragansett and with the general purposes of the Act. 
It is further found, on the basis of such information, 
that the participation of Narragansett, Photo Systems 
and SCC in the Reorganization is consistent with the 
provisions, policies and purposes of the Act and is not 
on a basis less advantageous than that of other 
participants. Accordingly, 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed sale of the C-K division to SCC be, 
and hereby is, exempted from the provisions of Section 
17(a) of the Act, effective forthwith, and 


IT IS FURTHER ORDERED, pursuant to Section 17(d) 
of the Act and Rule 17d-1 thereunder, that said 
application to permit the joint participation of 
Narragansett, Photo Systems and SCC in the 
Reorganization be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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LITIGATION 





Litigation Release No. 8427/June 5, 1978 


SEC v. DIMENSIONAL ENTERTAINMENT COR- 
PORATION, et al. 
[77 Civ. 5290 (CHT)] 


William D. Moran, Regional Administrator of the New 
York Regional Office, announced that on April 25, 
1978, the Honorable Charles H. Tenney of the United 
States District Court for the Southern District of New 
York signed final judgments of permanent injunction 
against William S. Wright, Jr. (“Wright”), John H. 
Neuberger (“Neuberger”), and Robert J. Maietta 
(“Maietta”). The judgments enjoin Wright, Neuberger, 
and Maietta from further violations of Sections 5 and 
17(a) of the Securities Act of 1933, Section 10(b) of the 
Securities Exchange Act of 1934 (“Exchange Act”), and 
Rule 10b-5 thereunder. Additionally, Neuberger and 
Maietta are enjoined from further violations of Rule 
10b-6. Neuberger is also enjoined from further 
violations of Section 15(c) of the Exchange Act and 
Rule 15c2-11 thereunder. 


The complaint, which was filed on October 31, 1977, 
alleges that Wright, Neuberger, Maietta and twelve 
other defendants participated in an illegal distribution 
of, and a manipulation of the trading market for, the 
common stock of Dimensional Entertainment 
Corporation. (See Litigation Release No. 8198). 
Wright, Neuberger and Maietta consented to the entry 
of the injunctions without admitting or denying the 
allegations of the Commission’s complaint. 





Litigation Release No. 8428/June 6, 1978 


SECURITIES AND EXCHANGE COMMISSION v. 
R.J. REYNOLDS INDUSTRIES, INC. 


(United States District Court for the District of 
Columbia) 
(Civil Action No. 78-1015) 


The Securities and Exchange Commission announced 
today the filing and settlement of a civil injunctive 
action in the District of Columbia against R.J. 
Reynolds Industries, Inc. (“Reynolds”), a Delaware 
Corporation located in Winston-Salem, North Carolina. 
Reynolds was charged in the action with violations of 





the reporting and proxy provisions of the Securities 
Exchange Act of 1934 (“Exchange Act”). 


The Commission’s complaint, which seeks a final 
judgment of permanent injunction and ancillary relief, 
alleged that between 1967 and 1976 Reynolds, directly 
and indirectly, made illegal domestic political 
contributions, paid rebates to customers of its 
subsidiary Sea-Land Service, Inc., in violation of the 
Shipping Act of 1916 and made questionable or illegal 
payments to foreign government officials and 
employees in connection with foreign tobacco sales. 
The complaint alleges that these activities involved a 
total of approximately $25 million dollars. The 
Commission also charged that Reynolds failed to file 
required reports with the Commission and filed false 
and misleading annual reports and proxy solicitation 
material with the Commission relating to the 
aforementioned matters. 


Simultaneously with the filing of the complaint, 
Reynolds consented, without admitting or denying the 
substantive allegations contained in the complaint, to 
the entry of a judgment of permanent injunction 
prohibiting it from further violations of the reporting 
and proxy provisions of the Exchange Act. Reynolds 
also agreed to certain undertakings ordered by the 


Court, including the appointment of a Review Person 
to review Reynolds’ investigation of improper practices 
alleged in the Commission’s complaint and 
disclosures made as a result thereof. 


As regards this investigation (the “Audit Committee 
Investigation”), Reynolds in April of 1976 began, under 
the auspices of the Audit Committee of the Board of 
Directors, an investigation, pursuant to the 
Commission’s voluntary program, into foreign 
payments problems, domestic political contributions, 
off-book funds and related matters for the period 
January 1, 1971, to January 1, 1976. The investigatory 
work was performed by outside counsel, an outside 
accounting firm and Reynolds’ internal auditing staff. 
In connection with this investigation, Reynolds in May 
1976 filed a Current Report on Form 8-K with the 
Commission which gave an interim report on the Audit 
Committee Investigation. Subsequently, Reynolds 
filed such a report for the month of September 1976 
which reported the conclusion of the investigation and 
set forth information with respect to it. 


Reynolds represented in its September 8-K—and the 
Commission has not alleged otherwise—that none of 
Reynolds current senior management was a participant 
in either illegal political contributions or payments 
related to foreign tobacco sales and further that the 
senior management of Reynolds was not aware of the 
illegal rebate practices of Sea-Land until 1975 when 
steps were taken to investigate and halt the practices. 


Reynolds further represented that in October 1976, 
Reynolds revised and reissued its formai policy 
requiring adherence to laws and proper practices by all 
of its officers and employees. It also issued guidelines 
detailing this policy and established controls aimed at 
the kinds of practices identified in the Audit 
Committee Investigation. 
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